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Preface 
PR2FACE 
In recent years, a great deal of attention has 
been devoted to study the causes of slow grov;th of small 
scale industries v/hich occupy an important place in 
the national economy. There are various factors which 
can be accounted for the slow growth of these indus-
tries. These factors include, inter-alia, shortage of 
raw-material and finance, traditional methods of pro-
duction and distributioii, lack of manccerial skill 
and technical knov;-hov.', transportation bottlenecks and 
several marketing constraints, 
Hov/ever, one of the factors hampering the sound 
grov;th of small scale industries is almost the cons-
picuous absence of product development programme due 
to which the prodricts of these industries are not att-
racting the much needed attention of the potential 
buyers in the home as v/ell as in the foreign markets. 
Although the small scale industries have made much 
headvray under the patronage of the Government and 
various facilitating institutions. Product DevelOT^ment 
Programme has not engaged the attention of the resear-
chers, small entrepreneurs as vjell as the Government, 
It still remains a Cinderella of planning and d>;velop-
ment of decentralised sector of the economy. Consequ-
ently, the proaucts of sm.all scale industries have not 
(2) 
secured a larger share both in the internal and 
external markets and have failed to compete v/ith the 
similar products manufactured by the large scale 
industries. The need for Product Development Programme 
is imperative in the v;ake of grov;ing competition between 
large and sm^.H sectors of the economy, fast changing 
consumer behaviour and rapid advancem.ent in technology. 
The purpose of this study is to emphasise the need for 
Product Development Programme as a Marketing Strategy 
in the Small Scale Industries in India. 
In v/riting the thesis, I have been greatly helped 
by many of my vj-ell-wishers. At the outset, I extend my 
profound gratitude to my learned teacher, Dr.S.Irshad 
Ali, Reader, Department of Business Administration, 
Aligarh Muslimi University, Aligarh, under whose super-
vision and able guidance this tehsis has been completed. 
In spite of his heavy engagemients and very many pre -
occupations, Dr, 3. Irshad Ali extended to me genero-
usly all possible help and assistance v/herever I 
encroached upon his valuable time. He always enter-
tained me with love and affection and ca;r:e to my rescue 
whenever I found myself in difficulties. V/ithout his 
help and guidance, constructive criticism and healthy 
suggestions, I would have wandered in wilderness, and 
the present work would not have been the light of the day. 
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I have no words, indeed, to extend my heart-felt 
thanks to my teacher, Prof. Q.H.Farooquee, Head of 
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me v/ith his vast and varied experiences in the field 
of managem.ent. He encouraged m.e at all stages of this 
work and offered many suggestions v/hich have been 
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Hafizuddin, Head, Dr. Najmul Hasan, Reader, Department 
of Business Administration, and Dr. S.Azm.at Ali, Lecturer, 
Department of Commerce, Aligarh Muslim University, 
Aligarh, for their moral sup::5ort, timely help and 
valuable suggestions at all stages of this \'/ork, 
I owe a great debt of gratitude to I'r. K. L.Man lappa, 
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Bhavan, New Delhi, for providing me necessary inforip.a-
tions from time to time, I am highly obliged to all 
those small manufacturers v;ho gave m.e the liberty of 
discussing v.'ith them, various problems related to my 
topic. My thanks are also due to my beloved uncle, 
Mr. Nazar Ali Khan, and aunt Mrs. /^ sfia Kazar and 
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Dr. M.R.Sidcliqi for their encouragement and moral 
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Introduction 
A B 3 g R 4 C .y 
Tb& dtfTiolopeent of asal l ^ i t l e Xadustrieii In 
of paropount iaportanoe In ttie BOQio-^aoxncaAo t raaa-
fonaatlon of tho dQvelopinix ooua^leo lite* Xiidi«»* 
Thogo Induotrieo oroat© Xnrc^r ersploysieftt opporti*-
ni t lee tarlth re la t ive ly mmll liwostaRmnto, f-^oillttato 
deoaatral isat ioa of Qoommio pomsr^ r-ecsj'?© rcigioaal 
QQommic iahmXnrviGBt traJMforra trrKiitional teohnology 
Into oodem onot ensure ©ffeotlv© Eobillomtloi* of 
imter lal and mmipovmv raoouraos ami otrongthen the 
baaci of '^ !io ooonoesy. 
Althoa^ p!k» eranll ooale ii¥lufitrioo In ^w oouattry 
ar© rooeivlni; lauoh patronnii© from the VRirloi*B ^nolHl-
t a t lag inotltutloflp and ageaoles establisii^d by th«j 
Oovernaeat of India througtiout tlae ooimtzyy their 
progreoQ 1B £;1O?7 conBiderlng the SBodie of tho oount^ jrj^ t 
i 
i tero are a mwaber of faotore which are haraperiiig tim 
sound t-^ rov/th of theoe i i^ua t r lea . fhese fnotors lncrl« 
ud© 8hortaj5© of rawMESaterlal aafl flaaaoot laolc of 
maaiiiierlil ok l l l and toohnloal lcaowhow» t radt t lonal 
mithodB of produotloat transport bo t t l eneo^ ana 
oevoral marlmtinf; ooaotralnte. Ilovfovv^ rt tiie ohlef 
aox»ng tlian in aliaoot th© oonspicuoitB abanam}© of 
Prociuot Dovolopoeafe proiprns^ne due to tthloh th© 
asa l l eoalo laSuatrioa hnv© failed to d c l i w r the 
good© doopit© tho b<Jot ef^'ortfl b®lmi m^e hy the 
•> 2 «• 
(tovornciont for thoir suntalned growth* 
Th00« ifidUBtries hnw (T^nt potent lal i t lon to 
ooc^ to tvlth largo oo^ae industrios both in tho 
natlowa onfl Interactional Ofirteto i f t he i r produote 
are devolopod in aocordanoe w i ^ the raartet tronds 
i n tho mikB of faat oham;ing oonoueior hohaviour* 
Produot Bevelopiient PrOijeaaEio docaing v^ith produotioa 
OD well as d is t r ibut ion aopeote ©nablos the omall 
s^alo iodustrlos to ooiapeto with large sonle indue* 
trlaa producing eirailar types of products in na t ta rs 
of cost of production, quali ty, doaign ©to* and to 
reaBiisr uooful servioea to tho oaall manuf-loturora. 
Although the wholesale iatroduotioa of produot 
devolopiaont ptOijtmmi may not bo poeaible in th& 
fficall 0O«ilo induotrioo btjo^moo of the i r saall '-eise 
aai l ia i tod reaouxoea, i t shouldt therefor®t be 
introduood pioocHfaoal or at a i^saduated ooale* 
I t io in thi@ context that an attef«}pt has boon 
Einde i n the th<>8ie to onfilyBc? in de ta i l the role 
played by Produot DovolepKeat pjfOf??Qj»0 aa a growth 
fitiimtlant for sBall ooale indufftrieo* In view of 
th© United finanoiol loaouroos, raanai^iorlfil s k i l l 
and teohnio^il knovMiotr, otaj^meio hiis been laid oa a 
•• n»^-brio©d*» pxt>duot dovelopiatent pronramgo* l^his 
©veatttally ofAln fer dealgnlng a ejpeolol procluot 
devolo i^ffiQnt pTOf^onaiB that 9Uit& the noede of BrniVL 
ooale ladttstrieB* 
In th0 ultiiaiita arxilysis* i t let to bo poiatod 
out that aeialX soalo Induotrleo should e i ther orgiir* 
also a •• naodH»ba8©d«» produot developwent pro^r^mm 
at a gradttatod aonXo or pieoo«od(^ a t thoir wm 
i n i t i a t i ve Isoopirag in view the i r liiaited roeouroce 
or should thoy esploy outoM© ffioilltlos for th© 
i^ Ktrpooe of produot devoloptaQnt. But taking into 
ao^^ount tho O!3all«>*0iso and liraittd roeourooa e^ 
anal l acalo ladustriws, i t i s iiflvieablo thnt for 
providing diffiMrent tsrpoa of fao i l i t l ea pertaining 
to product davslopiiontf tho OovDrnstent of India 
ahoiad 06t up product dovolopaent Sentrcra at loa^t 
at the ra t ional lava la in ovary Stato or, i f poesiljle, 
a t the d io t r io t lava la throu^ioat the oountry. 
I t i a hoped that thia otudy wil l bo bene^ioial 
for rov i ta l ia lns the aiaall eoalo induatriaa on sound 
linao and will ^roatJjr help thoo to oocmro a larger 
ZQArket ahare* 
INTRODUCTION 
India is a developing coxintry with abxmdant and 
rich natural resources. But it is heavily populated 
with a larger backlog of unemployment both in indus-
trial and agricultural sectors. Nearly half of its 
total population is still living below the poverty 
line* Most of the people are capable of only small 
investment. Majority of its industrial units are 
using traditional technology. The industrial sector 
is facing numerous problems. Shortage of raw-mater-
ial, inadequate financial resources, traditional met-
hods of production and distribution, transportation 
bottlenecks, marketing constraints, lack of technical 
know-how and managerial skill etc, are great snags in 
accelerating the pace of industrialisation in the 
country. Although India is committed to heavy indus-
trialisation and has made considerable headway during 
the plan period, this alone cannot ensure equitable 
distribution of economic resources and fulfil the 
aspirations of the common man unless the economic 
resources of the covintry are diffused into a wider 
and thinner areas and the infra-structure of the 
economy is built up on sound footing. This calls 
for the development of decentralised sector of the 
- ii-
econcxny In which small scale Indiis-trles occupy an 
important place. 
Hence, under the existing conditions, the dev-
elopment of small scale industries is of paramount 
importance. Dispersal of these industries all over 
the country can be advocated on the following grounds. 
Firstly, they are adaptable to semi-urban and rural 
environment. Secondly, the small scale industries 
require small investment and do not call for a great 
deal of sophisticated technology and highly mechanised 
process of production which developing countries like 
India can hardly afford. Thirdly, these industries 
take short gestation period, and arrest inflationary 
trends in the economy within a relatively short period 
of time. Fourthly, they can be easily started with 
small amount of capital and intermediate technology. 
Fifthly, as employment potentialities per unit of 
capital investment in these industries are high» they 
can ease out the probl«n of growing unemployment. 
Sixthly, decentralised small scale industries remove 
various social problems such as corruption and over-
crowding in urban areas. Seventhly, these industries 
facilitate decentralisation of economic power, remove 
regional imbalances and monopolistic tendencies in the 
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economy, Eightly, they can mobilise small savings 
both from rural and urban areas and divert them to 
productive channels. Finally, small scale indust-
ries* facilitate transformation of traditional tech-
nology into modem one and ensure effective mobili-
sation of econcxnic resources. In a nut-shell, the 
socio-economic significance of small scale industr-
ies lies in the fact that they require less capital 
which is a scarce factor in India, provide larger 
employment opportunities in a labour surplus economy 
like India, ensure equitable distribution of wealth, 
consolidate the base of the economy, bring about 
cultural revolution and preserve socio-economic heri-
tage. There can be no denying the fact that heavy 
industrialisation is necessary in accelerating the 
pace of economic development but the role of small 
scale industries in the socio-economic transformation 
of developing countries like India is indispensable. 
Although, small scale indxistries have made rapid 
strides during the plan period but the mcanentum is slow 
considering the needs of the country. There are a 
number of factors which are hampering the sound growth 
of these industries. Some important factors adversely 
- iv -
affecting the growth of these industries are shortage 
of rawHfnaterial and finance, lack of managerial skill 
and technical know-how, transportation and marketing 
constraints etc. However, the chief among thera is 
the lack of product development programme in the wake 
of scientific and technological advancement and the 
changing behaviour of the consumers. Product develop-
ment programme in small scale industries is essential 
because of the fact that the small manufacturers lack 
in uptodate Icnowledge of market conditions, technical 
know-how and methods of production, adequate sales 
force, techniques of distribution and marketing efforts. 
Due to these reasons the small manufacturers are prod-
ucing goods without assessing the actions and reactions 
of the consumers and they are not in a position to make 
improvement in the quality of existing products. They 
are also unable to attract the attention of the buyers 
in the market. The goods produced by them are neg-
lected in the market on the charge that they are 
costly, defective and bear no quality. As the small 
manufacturers are using old and outdated technology 
in production and techniques of distribution, much of 
their time, energy, capital and raw-material are 
wasted. Product development programme dealing with 
- V -
all such matters and by suggesting ways and means, 
renders useful services to the small manufacturers. 
In other words, it focusses attention of the manu-
facturers on those factors which operate in popu-
larising a new product or a new brand in the market. 
The problems posed above are of vast dimensions 
and magnitude. They cannot be discussed in an isola-
ted spectrum. They involve many intricate issues and 
they should be discussed precisely and coherently assi-
milating all possible factors exerting a decisive infl-
uence on the main theme of our study. It is in the 
context of the problems stated above that the subject-
matter of the thesis has been discussed in the following 
chapters, 
IN THE FIRST CHAPTER, the socio-economic signifi-
cance of small scale industries in the national economy 
has been discussed. The existing socio-economic inequ-
alities have given birth to a number of probl^ns such 
as corruption and over-crowding, unemployment, poverty 
inequality of income etc. Under these conditions, par-
ticipation of common man in economic prxsgress and social 
uplift has become almost in^racticable. Small scale 
industries can be used as a weapon to meet this chall-
enging situation in the national economy. The chapter 
- vi -
emphasises that the small scale industries by 
increasing the voltime of production and employment, 
reducing the pressure of population on agriculture, 
increasing the volume of national income and standard 
of living of the masses, harnessing the economic res-
ources effectively, reducing social discontent, dis-
harmony, labour unrest etc, can contribute substan-
tially to the overall economic development of the 
country, 
IN THE SECOND CHAPTER, the factors affecting the 
sound growth of small scale industries have been dis-
cussed. Although, small scale industries have been 
receiving much patironage from various institutions 
and agencies established by the Government to facili-
tate rapid development of these industries, the te«po 
of their progress is slow considering the needs of the 
country. They are still facing a number of problems. 
This chapter discusses at length the factors inhibi-
ting the sound growth of small scale industries. 
These factors include low-labour productivity; lack 
of technical know-how; unsatisfactory working conditions; 
limited financial resources; poor management; exploi-
tation by middlemen with regard to supply of raw -
material, finance and marketing of goods; traditional 
- vii -
methods of production and lack of marketing facili-
ties* Among all these factors, product develojxnent 
programme is conspicuously absent due to which the 
small scale industries are neither in a position to 
make the maximiam use of modern technology nor are 
they in a position to compete with the large scale 
industries• 
IN THE THIRD CHAPTER, the role of product devel-
opment progransne as a growth stimulant for small sc-
ale industries has been discussed. The successful 
working of small scale industries depends as much on 
their products as upon any other factor. Strenuous 
efforts are, therefore, needed to make the products 
"market-oriented". Product development prograrmne, 
dealing with production and distribution aspects, 
works as a growth stiftulant for small scale indus-
tries. It enables them to compete effectively with 
large scale industries producing similar articles 
for domestic as well as for foreign markets. 
IN THE FOURTH CHAPTER, the role of marketing 
research as an aid to product development programme 
has been analysed. Product development programme in 
small scale industrial sector cannot be effectively 
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implemented unless it is supported by an aggressive 
market research. Market research deals with a wide 
range of problems such as product analysis, consumer 
behaviour, market conditions, degree of competition, 
value analysis etc. It facilitates decisionwnaking 
on various cc«nplex business problems and also facili-
tates successful implementation of a product devel-
opment programme. Marketing research is, therefore, 
an integral part of product development programme, 
IN THE FIFTH CHAPTER, an attempt has been made 
to design a product develojxnent programme that suits 
small scale industries. The need for a typical 
design of product development programme for small 
scale industries is felt due to their small-size and 
limited financial resources. Further, the introduc-
tion of product development programme based on market 
research in small scale industries is a difficult 
task as it is a costly and time consximing affair. It 
also requires the services of highly qualified, spe-
cialised and exjjerienced personnel which the small 
scale industries cannot easily afford, because of 
their small-size and limited resources, Under these 
circximstances, the only alternative left with the 
small scale industries is to design a product develop-
- ix -
ment prograirme which suits their requirements and 
can be easily implemented. Therefore, instead of 
introducing a "comprehensive" product develojxnent 
programme flu "need-based** product development 
programme should be initiated in the small scale 
industrial sector. 
This study is largely based on primary sources 
of informations and discussions with the management 
of various small scale units. Secondary sources of 
information have also been tapped up extensively 
where the access to primary sources of information 
was not possible. In this connection, relevant infor-
mation has been elicited from books, journals, perio-
dicals, newspapers etc. to support our arguments. The 
problems in hand has been critically analysed and 
suggestions offered for improvement. It is hoped 
that the present study will greatly help in improving 
the product managoiient and marketing strategy through 
a well-designed product development prograiwne which 
is vital for securing a larger market share for the 
small scale industries. The conclusions drawn can 
be helpful in re-structuring the production planning 
and marketing strategy and in formulating a need -
based product development prograntne for the small 
- X -
scale industries. The conclusions drawn can also 
be applied to revitalising the small scale indus-
trial sector as a whole with modifications if 
the need is felt. 
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Socio-Economic Significance of Small 
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CHAPTER I 
SOCIO-ECONCMIC SIGNIFICANCE OP SMALL SCALE INDUSTRIES 
IN THE NATIONAL ECONOMY 
INTRODUCTION. 
Small scale industry plays a vital role in the 
socio-economic transformation of developing countries 
like India. In our country, millions of people are 
unemployed/ most of the people are capable of only 
small investment and there is dearth of managerial 
and technical know-how. Under such conditions, the 
development of large scale industries alone can nei-
ther consolidate the base of the econc«ny, solve the 
problems of unemployment nor can they remove regional 
imbalances. Small scale industries are adaptable to 
semi-urban and rural environment. They have the capa-
city to attract rural savings and can profital^ ly 
divert them to productive channels. Moreover, the 
small scale industries fulfil some other important 
objectives of social and economic development. They 
facilitate decentralisation of economic power, help 
in transforming traditional technology into modem 
one and ensure effective mobilisation of resources 
into thinner and wider areas. There can be no denying 
the fact that heavy industrialisation is necessary in 
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accelerating the pace of economic developraent, but 
the role of small scale industries in the present 
socio-economic framework of our country cannot be 
under-estimated, 
This chapter conce^s itself to the analysis of 
role of Small Scale Industries in the growth of 
national economy. Before doing so an attempt has 
been made to make a conceptual analysis of small 
scale industries and to examine them in historical 
perspective, 
SMALL SCALE INDUSTRIES - DEFINED. 
The term Small Scale Industries is used to refer 
only to modern small enterprises using modern equip-
ment, techniques of production and distribution. As 
such, small scale industries are different frcan 
Handloom, Sericulture, Coir, Handicrafts and Khadi 
and Village industries. The Small Scale Industries 
Board in its first meeting held on 5th and 6th January, 
1955 adopted the first working definition of small 
scale industrial unit as " a unit employing less than 
50 persons if power is used, or less than 100 persons 
if power is not used, and with capital assets not 
- 3 -
exceeding Rs.5 lakh?"^ « This definition generally 
excluded all those industrial establishments which 
carae under the jurisdiction of Industries Develop-
2 
ment and Regulation Act 1951 . Shortly, it was 
realised that the working definition did not serve 
the purpose of maxira\jm utilisation of the equifment 
and capital outlay. Again, the question was dis-
cussed in the 9th meeting of the Board in September 
1957, and a revision of definition was recommended, 
Accordingly, the Ministry of Commerce and Industry 
1, This definition was adopted in the first meeting 
of the Small Scale Industries Board held on 
5th and 6th January, 1955, 
2, The large scale units under the Industrial 
DeveloF«nent and Regulation Act 1951 were defined 
as those "which employ 50 or more workers and use 
power and 100 or more workers without use of 
power", 
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modified the definition in order to cover under-
takings which employed less than 50 persons per 
shift when using power and less than 100 persons 
in the shift when no power was used. Thus, the 
scope of assistance was enlarged to cover the units 
working on bigger productive programme on multiple 
shift basis. 
Further, when the speedy developnent of small 
scale industries gathered momentum this definition 
was, again revised on January 1960 to eliminate the 
•employment' and the 'use of power' criteria, that 
is 'all units with total fixed assets (including 
]and and buildings) of not more than Rs. 5 lakhs 
1, The following terms were to be observed in 
administering the above definition : 
(a) The concessions under the government Stoire 
purchase programme would continue to be given 
only to Small Scale Industries as per definition. 
(b) The rate of interest on loans advanced under 
the "State Aid-to-Industries Act" should be 
governed by the capital investment upto Rs,0.2 
million, 4ij per cent to undertakings with a 
capital investment of Rs.2,4 million and 6 per 
cent to undertakings with a capital investment 
of more than Rs. 4 million. 
(c)Directives were issued to all concerned, the 
preference should be given to units with smaller 
capital investment as compared to the units 
with higher investment, coming under the 
definition. 
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irrespective of the number of persons employed 
were considered as Small Scale Industries' . 
Again, the definition of small scale industr-
ies was revised by the Small Scale Industries Board 
in its 24th meeting held on 8th and 9th July,1966 
as per letter No. SSI(A)18(S)/66 dated 31st October, 
1966 of the Ministry of Industry. The letter says; 
" Small scale industries will include all indus-
trial units with a capital investment of not more than 
Rs.7,5 lakhs irrespective of the number of persons 
employed (excluding land and building). Capital inve-
stment for this purpose will mean investment in plant 
2 
and machinery only" , 
Ancillary industries under the definition have 
been defined as under : 
" A unit which produces parts, components, sub-
assemblies and tooling for supply against known or 
anticipated demand of one or more large units manu-
facturing/assembling complete products and which is 
1. This definition was adopted in a meeting of Small 
Scale Industries Board held on 4th Januairy, 1960. 
2. Ministry of Industrial Developanent and Company 
Affairs : Small Scale Industries in India, Publi-
shed by the Development Commission (SSI), Government 
of India, New Delhi, 1968, p.3, 
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not a subsidiary to or controlled by any large unit 
in regard to the negotiation of contracts for supply 
of its goods to any large unit. This shall not, 
however, preclude an ancillary unit from entering 
into an agreement with a large unit giving it the 
first option to take the former's output" , 
The current definition of a small scale industry 
includes, all industrial units with a capital invest 
ment of not more than Rs. 1 million (or Rs. 10 lakhs) 
irrespective of the number of persons employed. Capital 
investment for this purpose means investment in plant 
2 
and machinery only • 
In calculating the value of plant and machinery 
the original price paid by the owner# irrespective of 
the plant and machinery whether new or second-hand, 
will be taken into consideration. 
Capital ceiling on ancillary industry has been 
placed at Rs. 1.5 million in order to make this impor-
tant sector more efficient. For this purpose a unit 
1. Ministry of Industrial Development and Company 
Affairs: Small Scale Industries in India, Ptibli-
shed by the Development Commission (SSI),Govern-
ment of India, New Delhi, 1968, p.3. 
2, Times of India Directory and Year Book, 1976,p.659. 
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which produces parts, components, sub-assemblies and 
tooling for supply against known or anticipated demand 
of one or more large unit manufacturing or assembling 
complete products and which is not a subsidiary to or 
controlled by any large unit of its goods to any large 
unit, is considered an ancillary unit , 
Thus, the units which are set up primarily for 
replacement market also fall within the above defini-
tion of ancillary industries. Ancillary units whose 
capital investment, viz., investment in fixed assets 
like land, buildings and machinery and equipanent, 
exceed Rs. 5 lakhs but is not more than 1.5 million 
are at present eligible for certain facilities under 
the programme of developnent of Small Scale Industries 
viz.,(a) technical assistance, (b) supply of machinery 
under higher purchase scheme and (c) allotment of 
factories in industrial estates. 
The above definition of small scale industries 
speaks only of investment in Plant and Machinery and 
does not take into account the investment on land and 
buildings delibrately since land and buildings values 
1. Times of India Directory and Year Book, 1976,p.659. 
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vary so frequently in the country that no meaningful 
figure could be given if it included the value of 
land and building. Hence, it was considered appro-
priate to exempt the value of land and building. As 
regards employment/ it was considered that this would 
depend on the nature of the industry and it would be 
wrong to penalise a labour-oriented industry employing 
a large number of workers in a country where there is 
unemployment problem and thus the consideration of 
the number of workers employed was neglected in the 
definition. 
It follows from the above that capital limit 
which was raised frcxn Rs,7,5 lakhs to Rs, 10 lakhs in 
case of small scale industries and to Rs. 15 lakhs 
in case of ancillaries together with improved techno-
logy, the econcxnic scale of operation tends to be 
constantly pushed upward e.g. beyond Rs, 5 lakhs. It 
was a much needed step as the cost of imported machi-
nes, spares and components has significantly increased, 
It is, of course, true in a developing country, where 
the capital base of the industrial units keeps on 
appreciating continuously, both on account of general 
rise in price structure and because of general rise 
in the relative optima of various forces making for 
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a viable scale of units. In this context, it can 
be safely said that any fixation to a rigid limit 
of capital or other measuring rods to determine a 
particular category of industry would lead to a 
general retardation of industrial develofxnent. In 
the absence of such rigidity, the units are suppo-
sed to raise thonselves from a lower scale of oper-
ation to the higher one. Basically, it does not 
hold good in a country like India where capital 
limit must be fixed so as to maintain the democra-
tic character of the small scale industries. 
Prom the above discussion, it is also clear 
that the develojxnent of small scale industries is 
the State's responsibility as they are run by the 
people of small means. Capital ceiling of Rs.lO lakhs 
is therefore, a wise step and a flexible approach to 
meet the changing needs of the industrial sector. 
In the absence of such a limit there are every possi-
bilities that big industrialists would come through 
back door and establish such industries with heavy 
investments, and thereby create more and more unem-
ployment in the country. Moreover, there would have 
been concentration of economic power in a few hands 
which would kill the very purpose of small scale 
industries, 
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Thus# India in the course of the last twenty 
years has changed the definition of small scale 
industries almost four times in order to remove 
regional Imbalances and to achieve the objective 
of decentralised industrialisation in the country. 
A BRIEF STUDY OF SMALL SCALE INDUSTRIES IN INDIA; 
The history of small scale industries in India 
is as old as the Indian civilisation itself. These 
Industries have been ever growing and getting popu-
larity with the passage of time. The story of 
Dacca Muslin is not purely a fiction but a reality. 
During 18th century the products of small scale indus-
tries and Indian labour techniques were famous all 
over the world. In the words of Weber * the skill 
of the Indians in the production of delicate woven 
fabrics, in the mixing of colour, the working of 
metals and precious stones, the preparation of essence 
and in all manners of technical arts, has f rc»n very 
early times, enjoyed a world-wide celebrity* . Further, 
•at a time when the rest of Europe, the birth place 
of modem industrial system was inhabited by uncivi-
lised tribes, India was famous for the wealth of her 
1, Report of the Industrial Commission, Government of 
India, 1918, p,295. 
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rulers and for the high artistic skill of her 
craftsman* • But, this enviable position that 
India had built up was not destined to last for 
ever. These industries began to decline from the 
beginning of the 19th century owing to Industrial 
Revolution in Europe and later in India, The other 
reason was the establishment of the British rule 
in India. The influence of the foreign rulers and 
English education led to a change in the tastes and 
fashion among Indians and as a result of all these 
the Indian industries decayed. Moreover, the 
adverse policy pursued by the then Government of 
India was also an important factor in the decline of 
Indian craftmanship which exerted adverse effect on 
the development of small scale industries. Migration 
of Muslim artisans and skilled workers also dealt a 
severe blow to cottage and small scale industries 
of Punjab, Delhi, Rajasthan and Uttar Pradesh. Dis-
placed persons from Pakistan could not make up for 
deficiency and it took considerable time before new 
workers could be trained to such vacations. Most 
1, Report of the Industrial Commission, Government 
of India, 1918, p.l. 
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of the persons were following urban occupations • 
Thus, before the dawn of independence, the 
small scale industries held an almost insignificant 
place in the national economy. 
After independence, the Conference on Indus-
trial Development held in 1947 for the first time 
emphasised in its report the importance of small 
scale industries in the countiry and since then the 
Government of India has been constantly making 
efforts for the development of these industries. 
The All India Handicrafts Board was set up by the 
Government in 1952. The Board has set in motion 
several schemes for improvement of the techniques 
of production, standard of quality, adoption of 
latest and modem designs and facilities for mar-
2 
keting , Again, in 1953, International Planning 
Team was invited by the Government to study oppor-
tunities directed towards increasing industrial 
1, According to 1951 Census, 712 out of 1,000 dis-
placed persons had been following non-agricultural 
occupations and the percentage of literacy in them 
was more than double of All India Average- vide 
Census of India, paper No.4 on Displaced persons, 
p,2. 
2, Rao, R.V, :Cottage Industries and Planned Economy, 
1957, p.74, 
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production of the people in the decentralised 
sector . In its report, the Team rightly pointed 
out that only by adopting efficient methods of 
production can small and village industries lay 
a basis for a promising long-term developnent. 
However, the planned developnent of small scale 
industries has been realised very late in our 
country, 
A positive programme for the developnent of 
small scale industries was suggested by the Ford 
Foundation Team in 1953. On the basis of the reco-
rranendations made by the Team, the small scale indus-
tries Boaird was established in the country towards 
the end of 1954, and simultaneously the Organisa-
tion of Development Commission, Small Scale Indus-
tries was set up as the central coordinating agency 
for implementation of the programme and for under-
2 
taking industrial extension services • Various 
other important measures of assistance have gradually 
been evolved and institutions and agencies have been 
1, India and International Planning Team: Report on 
Small Industries, 1954, p.ll, 
2, Small Scale Industries, Development Commission, 
Small Scale Industries, Government of India ptabli-
cation 1968, p.28. 
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established at the central as well as at the State 
levels to implement the developmental programme 
in this sector. At present the facilitating insti-
tutions providing different types of assistance and 
guidance to the small scale industries throughout 
the country are mentioned below : 
SMALL SCALE INDUSTRIES ORGANISATION (SSIO); 
They provide assistance pertaining to raw-
materials by arranging indigeneous raw-mater-
ials and distribute through State governments. 
They also arrange for the import of raw-mater-
ials through the Minerals and Metals Trading 
Corporation and State Trading Corp>oration of 
India, 
SMALL INDUSTRIES SERVICE INSTITUTES (SlSIs)t 
They provide assistance and guidance regarding 
the selection of industry, registration of 
industries for participation in the Central 
Government Stores Purchase Programme, Machinery 
and Equipment/ Finance, Technical know-how, 
Standarxiisation, and Marketing in the following 
manner s 
(a) Guide entrepreneurs in the selection of 
industries, areas, suitable raw-materials 
and machines. 
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(b) Provide registration facilities to small 
manufacturers to participate in the Central 
Government Stores Purchase Progranune. 
(c)Advise about the machinery and equipment 
needed for the manufacturer of different 
products• 
(d) Pitmish technical reports to the state Bank 
of India on the applicant units, 
(e) Prepare improved designs and drawings for 
the products and assist in making tools, 
dies, jigs and fixtures. Help in the optimum 
utilisation of men, material, and machinery 
through technological and management consul-
ting and train managers and supervisors in 
industrial management. They also train work-
ers to upgrade their skills and demonstrate 
modem technical processes, 
(f) Provide technical guidance in the production 
of goods according to prescribed standards. 
(g) Conduct distribution Aid Surveys, issue com-
petency certificates and provide ancillary 
relationship with large and raedium-scale 
units in public and private sectors. 
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NATIOHAL SMALL INDUSTRIES CORPORATION (NSIC); 
They provide assistance and facilities pertain-
ing to finance, machinery, technical know-how 
and marketing : 
(a) Finance: They give finance to small manufac-
turers for purchasing machines on Hire Purch-
ase terms, 
(b) Machinery : They supply indigeneous as well 
as imported machinery on hire purchase basis, 
(c) Technical know-how: They give advanced train-
ing in their Proto-type P3X)duction-cuim-train-
ing Centres in the operation of modem machi-
nery. 
(d) Marketing : They secure contracts from the 
Director General of supplies and disposals, 
railways, and defence for supply of manufa-
ctured goods on behalf of small scale units, 
CHIEF CONTROLLER OE IMPORTS AND EXPORTS (CCIE): 
They provide facilities in respect of machinery, 
rawwnaterial and marketing: 
(a) Machinery : They issue import licences for 
machinery of foreign origin on the recommen-
dation of the Directors of Industries, 
(b) Raw-material; They issue licences for imported 
raw-materials. 
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(c) Marketing : They issue licences for export 
of products to foreign countries, 
INDIAN INVESTMENT CENTRE (IIC); 
Selection of Industry : They advise on foreign 
capital formation and technical collaboration, 
MINISTRY OF INDUSTRIAL DEVELOI^ENT (MID); 
Selection of Industry : They approve the cases 
of foreign collaboration. 
DIRECTOR OF INDUSTRIES (Dl); 
They help in respect of 
(a) Registration : They give registration number 
to small scale industries. 
(b) Factory Accomodation: They provide built up 
factory space in industrial Estates or or 
developed factory sites, power, water etc, 
(c) Raw-Materials t They allot quotas of scarce 
raw-materials. 
(d) Standardisation: They prescribe standards 
and give 'Q' marks to the small industry's 
products. 
STATE SMALL INDUSTRIES CORPORATION (SSIC): 
They provide assistance about the followings: 
(a) Machinery : They provide indigeneous machinery 
on deferred credit basis. 
(b) Raw-materials : They supply raw-materials to 
the small scale industrialists. 
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(c) Marketing : They supply orders from the State 
Goveminents and other semi-government organi-
sations for the supply of stores. 
STATE FINANCIAL CORPORATION (SFC); 
They give long-term credit for purchase of fixed 
assets, 
STATE DIRECTORS OF INDUSTRIES (SDl) : 
They sanction medium-term and instalment credit 
loans for the purchase of machinery and constru-
ction of factory buildings. They also provide 
working capital for the purchase of rawnnateri-
als and for meeting day-to-day requirements. 
COMMERCIAL BANKS : 
They sanction loans for meeting working capital 
needs of the small scale industries. 
INDUSTRIAL CREDIT AND INVESTMENT CORPORATION OF INDIkt 
They give foreign currency loans to the small 
scale industrialists. 
COUNCIL OF SCIENTIFIC AND INDUSTRIAL RESEARCH (CSIR): 
They develope new technological process and disse^ 
minate the same to industry, 
NATIONAL RESEARCH DEVELOPMENT CORPORATION (NRDC): 
They sell patents developed by the National 
laboratories• 
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SMALL INDUSTRY EXTENSION TRAINING INSTITUTE, HYDRABAD; 
They give full time management training to the 
managers/ proprietors of small industry sector. 
INDIAN STANDARDS INSTITUTE (ISI) : 
They prescribe specifications for the products 
and give 'ISI' marks, 
DIRECTORATE OF EXPORT PROMOTION (PEP); 
They collect and supply information on foreign 
markets and carryout market studies for parti-
cular products, 
EXPORT PROMOTION COUNCILS (EPC)t 
They pxjblish Trade Directories, Brochurs and 
Bulletins, organise exhibitions and show-rooms, 
maintain close liaison between Indian exporters 
and Foreign buyers, settle caranercial disputes 
and frame special export order promotion schemes, 
STATE TRADING CORPORATION (STC): 
They register units for participation under 
Export Aid to Small Industry Scheme, help in the 
preparation of sales leaflets, price lists. They 
also secure export orders for small industries, 
INDIAN INSTITUTE OF FOREIGN TRADE (IIFT); 
They impd(rt very valuable training in Export 
marketing. 
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THE INVENTIONS PROMOTION BOARD (iPB)t 
They prcanote workable inventions of practical 
utility, through financial assistance and other 
incentives• 
THE FEDERATION OF ASSOCIATIONS OF SMALL INDUSTRIES 
OF INDIA : 
They represent the problems faced by the small 
scale industries to the Government, 
After having discussed the assistance and guid-
ance provided by the different facilitating insti-
tutions set up by the Government of India for the 
speedy development of small scale industries* it 
seems worthwhile to discuss below the significance 
of these industries in the national econcany, 
SIGNIFICANCE OF SMALL SCALE INDUSTRIES : 
India is a developing country as will be clear 
from various economic indicators. It is heavily popu-
lated with 546 million people. Nearly 82 per cent of 
its population today depends on agriculture as comp-
ared to only 44 per cent in Italy and Japan or about 
15 per cent or less in the United States and West 
Germany , Of the total geographical area of 326 million 
1, Small Scale Industries, Developnent Commission, 
anall Scale Industries, Government of India publi-
cation 1971, p,16. 
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hectares, 45,1 per cent or 137 million hectares 
only are under cultivation, of which only 19 per 
cent or 26 million hectares are irrigated. The 
net gross national product at current prices has 
been estimated at Rs, 279,220 million in 1967-68, 
agriculture contributing nearly one half of the 
national income^. This works out a per capita 
inccane of Rs. 542.9, The rate of economic growth 
registered an average annual rate of 3,5 per cent 
during the First Five Year Plan period i,e, 1951-56, 
4 per cent per annum during 1961-66, In 1966-67,the 
growth rate was too slow, via,, only 1 per cent, but 
it registered substantial increase (9,1 per cent) in 
1967-68, The rate of growth in population, on the 
other hand, has been registering constant increase. 
It rose from 1,8 per cent per annum during 1951-56 
to 2,13 per cent annually during 1956-61 and 2,41 per 
cent per year during 1961-66, A further annual incre-
2 
ase has been estimated at 2,5 per cent during 1966-71 , 
Thus, out of the population figure estimated to 
be aro\and 550 million, more than 220 million people 
have been living below poverty line. Poverty is an 
1, Kothari's Economic and Industrial Guide of India, 
"National Income", 13th Edition, 1973-74, p,l. 
2, Ibid., p,l. 
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absolute as well as a relative concept. Here this 
poverty line has been defined in terms of minimum 
line of consumption. Available estimates show that 
at 1960-61 prices, private consumption of Rs, 20 per 
capita per mensiim would ensure a reasonable minimum 
level. 
After 25 years of development planning there 
are today at least 20 million people without jobs. 
The population has been growing at the annual rate 
of 2.5 per cent. It means that 7 million people are 
entering the labour market every year. Every plan 
has ended up with a larger backlog of unemployment. 
The registered unemployed figure in the country had 
risen to 5,3 million in 1971 as against 2,6 million 
in 1966, The total number of educated unemployed 
in India was 68^95,089 upto 31st December 1972. Of 
them unemployed engineering diploma holders share 
the figure upto 59,847 . Thus, the Fifth Plan's main 
task to achieve full employment by 1980 seems to be 
an Utopian goal, rather it seems certain that the 
figure of unemployment would get multiplied several 
1, Industrial Times, September 30, 1974, p.35, 
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times by the time we reach 1980. Planning has 
miserably failed to create such wide scope of jobs 
which would have absorbed all the unemployed or at 
least arrested the growing unemployment in the 
country. 
The third major crisis of Indian economy is 
the tendency of rising prices. The price index had 
gone up by 7.8 per cent in 1972-73 as against an 
1 
increase of less than 4 per cent in 1971 due to 
scarcity of essential goods and this rise has placed 
a heavy burden on our economy. 
Fourthly^ developanent is a must but at what 
cost is the cirucial question? Development is being 
financed largely by deficit financing while resources 
mobilised for development are squandered on day-to-
day consumption. There is hardly any development at 
the moment and it seems certain that development 
would be meaningless when the value of rupee has 
been etoded by more than 70 per cent and prices are 
rising at a rapid speed because imaginary development 
is being financed by created rather than generated 
money. The overall budgetary deficit for 1972-73 
1, Kothari's Economic and Industrial Guide of India, 
1973-74 "Price Behaviour", 13th Edition, p.4. 
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was 550 crores and for 1973-74 was Rs, 335 crores 
which was expected to be reduced to Rs. 85 crores 
as a result of fresh taxation proposals . 
On the basis of the above statistical data it 
is self-discerning that economic developnnent in the 
country is not a balanced one, A higher rate of 
growth can be achieved by proper selection of 
fields for investment. In this context, industria-
lisation is no doubt imperative for India where 
agriculture is the pre-dominant occupation, although 
it is not altogether immune from various constraints. 
Since, there is scarcity of productive land, it is 
not possible to provide enough work in agriculture 
alone for India's rapidly growing labour force, 
Under-employment and unemployment are on the increase 
in India, a characteristic sign of "vicious circle 
of poverty" , In countries like India, there seems 
to exist a considerable fund of local and traditional 
skill which, with minor adaptations, can still be 
utilised under modem conditions. In all such cases, 
it is a waste of resources to try to fit the artisan 
to an entirely new environment in which his inherited 
skill is of no value at all. But, if such a waste is 
1, Kbthari's Econc«nic and Industrial Guide of India, 
Op.cit. p. 10. 
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to be avoided, care has to be taken to allow new 
forms of industrial organisation which may utilise 
effectively the manpower resources without wasting 
the traditional skill of the artisans. It is possible 
only when the base of industrialisation Is built up 
on the decentralised sector. The rationale of this 
system is discussed below at length • 
Under the existing economic conditions, large 
scale industrial development cannot alone prove much 
effective in accelerating the pace of economic growth 
as these industries are particularly difficult to 
establish in large rural areas. Moreover, they create 
a variety of complex problems. Further, they require 
heavy investment of resources and call for a great deal 
of modem technology and supervisory skill which is 
beyond the capacity of developing countries. They 
have, therefore, to depend on foreign aid which is 
not always easily forthcoming. Secondly, it involves 
substantial amount of foreign exchange which is also 
not available in adequate quantity from the export-
earnings of these countries. Thirdly, large scale 
industrial units take long gestation period, resulting 
in immediate inflationary trend in the econatiy. 
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Fourthly, because of the sophisticated nature of 
technology and techniques adopted, it has to depend 
for quite some time on technical know-how from abroad. 
Fifthly, employment potentialities per unit of capital 
investment in large scale industries are too small to 
provide the much needed relief to the growing unemp-
loyment problem. Sixthly, centralised large scale 
industrialisation creates various social problems 
associated with over-crowded industrial urban areas. 
Finally, large scale industrialisation results in 
concentration of economic power in a few hands, and 
fails to provide solution to regional economic imba-
lances and generates monopolistic tendencies which is 
an evil in a country like India as she is wedded to 
Socialist Pattern of Society. 
Under such circumstances# induction of industry 
on massive scale is of fundamental importance. In 
other words, it would be advantageous txxm the social 
and econanic points of view to encourage growth of 
large-sized capital-extensive and labour-intensive 
method of production. It must be noted here that 
creation of new employment opportunities and equi-
table distribution of national inccwne depends upon 
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how best rural econcxny is diversified. In a nut shell, 
what would be ideally suited to a country like India 
is the development of small scale industries. Disper-
sal of small scale industries all over the country will 
encourage habits of investment among the people of 
the country and thereby mobilise rural small savings. 
Although, there are various methods of mobilising rural 
savings such as taxation and public borrowing but our 
government has declared to accelerate the rate of 
industrialisation through democratic means. The best 
way, therefore, will be to spread investment oppor-
tunities all over the country in such a manner that 
reliance on forced industrialisation of rural savings 
is minimised and an encouragement to persons of small 
means for spontaneous habit of investment is offered. 
Apart from this, mobilisation of resources thro-
ugh more taxation and public borrowing is not desir-
able as these means lead to a reduction in consump -
tion standards and unbearable hardships on the people 
who are already poor. This approach also cannot prove 
effective in solving the problems of developing coun-
tries because the rising needs of these countries are 
greater as compared to the available resources. The 
— AO — 
development of small scale units in India, is, there-
fore, imperative particularly because of the role 
played by them in solving the problans of unemploy-
ment and regional imbalances. These industries are 
not only most suitable for developing countries but 
equally for developed countries of the world. In 
industrially advanced countries of the West like 
the U.S.A., the U.K., and Germany, small industries 
are flourishing side-by-side with the large scale 
industries. Majority of the industrial units in 
these countries are working on small scale and are 
widely dispersed. An industrially-advanced nation 
of the East, i.e. Japan is said to be the citadel of 
cottage and small scale industries which are so well 
organised that they have been able to undersell the 
products of large-scale industries coming from the 
West. The growth of these industries in rural and 
semi-urban areas can provide much relief by with-
drawing excess population frcati agriculture and lead-
ing to greater production in both agriculture and 
industry, and the evils resulting from the concen-
1, In 1966, there were 6,67,994 industrial units in 
Japan and 99,4 per cent of all the manufacturing 
units were in small scale sector. This sector 
accoui^ ted for 70.1 per cent of industrial employ-
ment, 50.8 per cent of industrial output, and 
44.4 per cent of the value of exports of industrial 
products - vide Report of the Indian Government 
Delegation to Japan to study small scale indus-
tries (1969), p. 12. 
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tration of large scale industries in the metropolitan 
cities can also be avoided. The low social costs of 
providing employment in semi-urban and rural areas 
near their residence also favour the growth of indus-
tries in the decentralised sector. 
The question of developing small scale industries 
is also important in a country like India which has 
limited capital resources in relation to its vast man-
power^. Labour-intensive technology can help in achiev-
ing more output with the available amount of capital. 
Further, a large part of total investment can be used 
for the production processes in small scale industries 
than in large industries which require additional 
2 
capital -intensive overhead expenditure • Moreover, 
the decentralised sector can help in mobilising some 
capital frxDm these small enterpreneurs which would 
otherwise remain unutilised and thereby help in rais-
ing the total amount of capital. It has been observed 
that the Craftsman-enterpreneur who has moved up by the 
proficiency of his ceraft has a great incentive to 
•a 
save and plough back the profits in the industry . It 
1- Rao, R.V. Cottage Industries in planned Economy, 
1957, p.2. 
2. Dhar, P.N. Small Scale Industries, 1958, p.2, 
3, Ibid, 
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is obvious that modem technology of the West (which 
is the product of countries which have abundant capi-
tal but scarce labour) cannot fit the conditions of 
countries which suffer from a surplus manpower and a 
shortage of capital equipment. This technology cannot 
produce demonstration effects because of its inaccess-
ibility to the mass of people in developing countries. 
The total output can be increased by the adoption and 
improvement of the technological skill available with 
the mass of the country-artisans rather than by implant-
ing a new technology and uprooting the old one. Better 
growth can be achieved if people are encouraged to use 
the methods they know, to improve upon them, tx> develop 
them by all means, even to marry them in some cases 
with methods imported from abroad, if that can be done 
easily and practically, rather than to drop them in 
favour of something foreign if that happens naturally 
and spontaneously. The decentralised industries can 
also help people in acquiring skills and people can 
be skilled upward through training and experience. As 
a result of this, succeeding generations easily grow 
up to the higher level of skill since it becomes a 
part of the cultural atmosphere. Textile and Shoe 
industries in the decentralised sector can serve as 
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skill educator, and inculcators of work discipline. 
These enterprises help acquiring enterpreneurial 
skills, attitude and ultimately feed large scale 
industries with better managers and skilled workers. 
Thus, developing countries like India can benefit 
themselves more by using techniques which are skill 
and capital saving rather than by using seemingly 
advanced techniques. The handicrafts in the country 
which are mostly based on indigenous skill and reso-
urces can also become an important source of foreign 
exchange earning if adequate market research in res-
pect of foreign tastes and preferences is carried 
out. The affluent societies of the West who are of 
varied tastes and fashions can patronise these pro-
ducts with the organisation of proper marketing and 
publicity. Recent jximp over the exports of these 
products bear ample testimony to this fact. The 
export of handlooms has increased fron Rs, 50 million 
in 1960 to Rs,125 million in 1969-70 and that of 
handicrafts from 193 million in 1961-62 to 765 million 
in 1968-69-''. 
1. Vepa, K.Ram, Small Industry in the Seventies,1971, 
p.25. 
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Develojanent of small scale industries and revi-
val of old ones will automatically increase the volume 
of employment, reduce pressure of population on agri-
culture* increase the volume of national income and 
ultimately improve the standard of living of the 
masses. These industries will not hamper agricultural 
development but will assist it by increasing the 
donand for agricultural production and by ensuring 
ready supply of scientific tools, manures, and imple-
ments. Apart from providing larger employment oppor-
tunities, they provide a more equitable distribution 
of national income and facilitate an effective mobili-
sation of resources of capital and skill which might 
otherwise remain under-utilised in the country. They 
also reduce social discontent and disharmony and labour 
unrest caused by the large scale industrial structure. 
The place of small scale industries can also be 
judged in the light of peculiar economic conditions 
of the country in which there is low capital formation, 
low savings and investment (though rich in natural 
resources), lack of technical know-how, inadequate 
training and educational facilities, and lack of over-
head facilities such as power, transport and economic 
institutions. 
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The development of small scale industries and 
evolution of new techniques with the primary aim of 
attaining self-reliance thixsugh gradual replacement 
of imports by indigeneous products is essential in 
our country as we are dependent largely upon foreign 
countries for machinery, machine tools, and for many 
essential materials. Even technicians have often 
been imported for installation and operation purposes 
of sophisticated machines. With the mounting pressure 
on our limited foreign exchange resources because of 
the above mentioned facts, especially during the last 
decade or so, import stabstitution has become an essen-
tial part of our development plans. linport substitu-
tion involves substitution of inqported technology 
with indigeneous technology. It should not be cons-
trued frtan this that imports should be totally piro-
hibited. The need for imports for maintenance pur-
poses and for those essential raw-materials which 
cannot possibly be produced within the country will 
always be felt. The idea behind import substitution 
is to make the economy progressively self-reliant by 
mobilising the local resources, since no nation can 
afford the Ivixury of depending too much and for too 
long on anything of foreign origin. The small scale 
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industries can contribute a great deal to the develop-
ment of decentralised sector if proper assistance and 
facilities are provided to than. Thus, the case for 
assisting small scale industries is not based on sen-
timental or political considerations, but it is based 
on certain solid advantages in developing countries. 
Economic growth and stability do not automatically 
follow from any natural law in developing countries. 
It is the result of sustained and systematic planned 
efforts. The prevailing socio-economic inequalities 
have given birth to a number of present day socio-
economic tensions in the country. The promotion of 
modem small scale industries is a potential and an 
effective weapon to meet this somewhat challenging 
and explosive situation in the national econony, 
PECULIARITIES OF SMALL SCALE INDUSTRIES : 
Small scale industries contribute a great deal 
to the development of backward regions also through 
decentralisation of economic power and by encouraging 
prospective enterpreneurs to take up industrial ven-
tures. These industries also help in the dispersal 
of industries over the entire geographical area of the 
country. Participation of common man is imperative 
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in the industrial development of the country. 
Therefore, these industries by mobilising public 
opinion on shifting industries to the backward 
areas and starting new ones there* help in the 
development of backwaird regions and thereby remove 
regional imbalances. Apart from this, small scale 
industries serve the twin purpose of providing 
gainful employment to more persons while demanding 
a relatively smaller level of investment in fixed 
assets. A given amount of capital investment in 
small scale industries is likely to give more en^-
loyment opportunities than in medium and large scale 
industries. The small scale industries, on an aver-
age, require an investment of Rs. 0,8 million in 
fixed assets and provide employment to 480 persons 
while the medium and large scale units require an 
investment of Rs, 1.1 million and Rs. 2.9 million 
respectively, and provide employment to only 300 
and 210 persons respectively , This fact can be 
further corroborated from the table given below: 
1, Small Scale Industries, Development Corranission, 
Small Scale Industries, Goveimment of India 
publication, 1968, p.8, 
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TABLE No. I 
SHOWING LABOUR EFFICIENCY AND LABOUR POTENTIALITY 
OF LARGE MODERN FACTORIES AND MECHANISED SMALL 
SCALE INDUSTRIES. 
Large small Scale 
modem mechanised 
factory 
Capital per worker 1200 300 
Production/worker 650 200 
Capital/unit of production 1.9 1.5 
Index of worker employed 100 400 
per unit of capital 
Index of production per 1400 440 
worker 
Source : U.N.Economic and Social Council Economic 
Commission for Latin America. Mannual of 
Economic Projects, CTAA (LAT) 12, April 
1957, p.207. 
It is evident from the above table that the pro-
ductivity measured in terms of output per worker is 
higher in large modem factory than in small scale 
industry. But the capital per worker in case of 
large modem factories is higher than in small scale 
industries. It is also to be pointed out that the 
index of workers employed per unit of capital is 
considerably hi^er in small scale industries than 
in large scale modem factories. Although, the index 
of production per worker is much mora higher ia large 
modem factories than in small scale factories, the 
high level of production criterian in large modem 
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factories is neuterilised by large amount of capital 
per unit of production. Therefore, India being a 
labour surplus economy should lay more emphasis on 
the developnent of small scale industries. This does 
not mean that large modem industries should be comple-
tely neglected, the point to be emphasised here is 
that the place of small scale industries in our economy 
should not be under-rated because they not only provide 
larger employment opportunities to the people in the 
wake of rising population but also vitalise the base 
of the economy , 
During 1961, the total employment in industrial 
sector was about 20 million. Of this, 12 million were 
engaged in household industries and the remaining 
8 million in other than household industries. Out of 
these 8 million, 1,4 million were engaged in registered 
small scale factories. The total employment provided 
by the small scale industrial sector upto March 1972 
2 
was 41,4 lakhs , The recorded figures in employment 
in this sector were 1,4 million, in 1960, 1,5 million 
in 1963, 5,8 million in 1966 and 6,3 million at the 
end of March 1970, Thus, in the field of employment. 
1, For details see Ali, S,Irshad :Rationalisation of 
Management in the Cotton Textile Industry of India, 
Faculty of Commerce publication, 1973, pp,59-67, 
2. Times of India, Saturday, May 26, 1973 "Seminar on 
Science and Technology in Small Industries" organised 
by Developnent Commission,(SSI) and FAS II. 
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larger opportunities have been created by the small 
scale sector during the last decade. According to an 
assessment, small scale units covered under the pro-
gramme of small scale industries Development Organi-
sation were providing employment to 45 lakhs of wor-
kers in 1973 • 
Being capital-saving, these industries are most 
suitable for the Indian economy. As compared to medi-
um and large scale industries, the small scale indus-
tries have more growth-rate with less investment. The 
net value added per rupee invested in fixed assets, 
which would give an idea of the units' profitability, 
was the highest for the small scale sector at Rs.1.13 
in 1963 as compared with the medixam and large scale 
sectors for which the figures were Rs. 0.94 and 
2 
Rs. 0.35 respectively • The Small Scale Industries 
Development Organisation has estimated that upto 
March 1971, the gross output of small scale industrial 
sector was Rs, 4,050 crores and investment in fixed 
assets was Rs. 475 crores. The capital output ratio 
thus ccxnes out to be 1 : 8,52, In absolute terms, 
investment in fixed assets of every Re.1.00 in small 
1, India - A reference annual 1975, Ministry of 
Information and Broadcasting, Government of India, 
p.249. 
2. Small Scale Industries, Gtovemment of India 
p\iblication 1968, Developwient Canmission, Small 
Scale Industries, p. 27. 
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scale units results in capital output ratio of 
Rs. 8,52, whereas in large scale units the capital 
output ratio is 1 : 1 • 
These industries by providing sxibsidiary occu-
pation in urban, s«iii-urban and rural areas can incr-
ease per-capita income of the people of the country. 
There are no two opinions that our economy has been 
greatly handicapped not only by large per centage of 
non-workers but by the fact that the percentage of 
workers engaged in agriculture in the country are 
having very low per-capita income that has weakened 
the national economy. The figures given below show 
that the increase in the per-capita inc<ane in which 
major share was that of small scale industrial sector 
has been significant during the development Plans, 
The per-capita income increased from Rs,254,5 in 
1951-52 to Rs, 276,7 in 1954-55, At the end of the 
Second Plan (1960-61) the increase in per-capita income 
was not significant during the Third Plan which rose 
to Rs, 307,3. Its main reason was the fall in agri-
2 
cultural production due to drought conditions , But 
1. Small Scale Industries, Op,cit,,1968, p.27, 
2, Planning Commission : Fourth Five Year Plan, 
August, 1969, p.19, 
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during 1969-70 the per-capita income of the country 
rose to Rs. 589, 
It follows from the above discussion that through 
the development of small scale industries, the per-
capita inccroe of the country increased significantly. 
Considering the growing economic needs of the country 
and the considerable dependence on agriculture, special 
stress has been laid by the government of India on the 
development of small scale industries in the develop-
mental plans to raise the standard of living of the 
people in the country. 
The potential of small scale industries with regard 
to exports can be judged from their significant con-
tribution to the national manufacturing sector, the 
range of their products and their capacity to produce 
special items for individual buyer's requirements,Their 
products range between simple consumer goods and soph-
isticated emd-products, intermediate and capital pro-
ducts. These units account for almost the entire pro-
duction of seasonal items. Recognising the technical 
efficiency and capacity of these units to manufacture, 
as many as 55 items have been reserved exclusively for 
production in the small scale sector. Many of these 
products are either already being exported or possess 
the potential of selling in overseas markets in stibs-
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tantial quantities. The exploration of foreign 
markets by various organisation has revealed export 
prospects for a number of items manufactured prima-
rily in the small scale sector. 
Bie State Trading Corporation, for instance, 
recently estimated export potential of about Rs,60 
million in respect of the products like plywood 
and hard-board, builders hardware, bolts and nuts, 
agricultural implements, sewing machines, cycle and 
cycle components, vaccum flasks, surgical rubber gloves 
and finger tips, metal utensils, and electrical appli-
ances and accessories. The DevelojMnent Commission, 
Small Scale Industries, has also prepared a list of 
about 500 items possessing considerable export 
potential • The table given below shows the export 
potentiality of small scale industries : 
1, Small Scale Industries, Development Commission, 
Small Scale Industries, Government of India 
publication, 1971, p. 25, 
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TABLE No. II 
SHOWING ITEMWISE EXPORTS OF GOODS PRODUCED 






Oil lamps and Stoves 
(pressure and non-pressure) 
Stainless Steel Utencils 
Steel trunks 
G,I,Buckets 
G, I ,drujnsA>arrels 





















Source : The above figures have been collected 
by the author from DCSSI, Ministry of 
Industrial Development and Company 
Affairs, New Delhi, 
Products such as spectacle frames, thermometers 
radio receivers, cycles, sewing machines, sports goods, 
hosiery, leather goods and surgical instruments are 
assuming great popularity in foreign markets, parti-
cularly in Middle East and Africa. In 1969-70, export 
of 16 items at Rs, 100 million accounted for 9 per cent 
of India's total exports of Rs, 1,060 million of eng-
ineering goods. The itemwise exports of seme of these 
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items show that small scale industries contribute 
substantially to production and, as such, to exports 
of consumers durables and end-products. Although, 
the contribution of small scale industries to the 
volume of production has been impressive, their 
participation in the national exports has been rather 
inadequate, for not even one per cent of these units 
are in export fields whereas small industries in 
Japan are responsible for 50 per cent of her to ta l 
export earnings • The potential of small industries 
can, therefore?/ be advantageously exploited for 
supplementing and strengthening India 's export 
potential* 
SMALL SCALE INDUSTRIES DURING THE PLAN PERIOD : 
The growth of small scale industries was insigni-
ficant before the ccHrtraencement of the Five Year Plans 
in our country, but during the Plan periods their 
growth became significant. By the time, the First 
Five Year Plan was formulated in 1951, small scale 
indiastries had not yet emerged as.a significant 
1, Ministry of Industrial Development and Company 
Affairs, Developnent Commission, anall Scale 
Industries, "Small Scale Industries, Special No, 
1971, p. 76. 
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factor in the economy of the country. Mahatma Gandhi's 
ccMTipaign of Khadi (hand-spun and hand-woven cloth) was 
a symbol of bringing about cultural revolution and 
preserving socio-economic heritage of the country. 
There were traditional occupations such as those of 
carpenters, blacksmiths and potters and handloom 
weavers in rural areas. A few items required for the 
armed forces such as chappels, ankle boots and other 
leather goods, packing boxes, brushes, locks etc, were 
beginning to be made in the small scale sector but 
their role was limited. Even when the importance of 
small industries was realised in the First Plan, the 
allocation made for their developtaent was ncaninal: 
Rs, 50 million in a plan of Rs. 42,000 million or 
nearly 2 per cent which was hardly adequate for any 
meaningful scheme to be implemented, 
A positive programme for the development of small 
scale industries was launched at the beginning of the 
Second Five Year Plan, In the Second Plan period 
(1956-61), the allocation for the development of small 
industry was increased to Rs, 610 million (out of a 
total Plan outlay of Rs, 60,000 million) or about 1 
per cent which meant that there was an eight-fold 
increase in the percentage of allocation during the 
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Second Plan as compared to the First Plan, During the 
Second Plan period, a considerable progress was made 
by the small scale industries. The number of small 
scale units engaged in the production of bicycles 
increased from 44 to 150, of sewing machines from 35 
to 75, of machine tools from 344 to well over 500, 
of electric motors from 6 to 74 and of electric fans 
from 22 to 47. The production of bicycles in the small 
scale sector increased frcm 25,500 in 1956 to 228,000 
in 1960 and of sewing machines from 23,600 to 52,000. 
The value of ungraded machine tools produced by small 
units ox^ se from Rs. 1.3 crores in 1956 to Rs, 4,0 
crores in 1960, For the manufacture of dyestuffs 
and plastic products, a large number of new units have 
come into existence , 
During the Second Plan, organisation for the deve-
lopment of small scale industries had been strengthened 
both at the Centre and in the States, It now includes 
16 small Industries Service Institutes with 4 Branch 
Institutes and 53 Extension Centres. Together, these 
have crops of technical and specialised personnel which 
1, Planning Commission ; Third Five Year Plan , p,12. 
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now comprise over 300 officers and 1500 other staff. 
In the States also Departments of Industries have 
been much better equipped , More than one half of 
the development blocks served by the Community 
Development Programme have Extension Officers for 
industries. It is gratifying to note that Small 
Industries Service Institutes have undertaken surveys 
of about 60 small industries and 102 different 
areas. Such surveys of individual small scale indus-
tries undertaken at regular intervals can materially 
assist their planned development. Facilities for the 
providion of credit, supply of machines and develop-
ment of marketing and stores purchase were provided 
during the Second Plan period. The National Small 
Industries Corporation has supplied machines on hire 
purchase terms of the total value of about Rs,4.2 
crores, including over Re 1 crore during 1960-61, It 
may be mentioned in this connection that the value of 
purchases made by the Central Government from Cottage 
and Small Scale Industries rose from 74 lakhs in 1953-54 
to nearly Rs, 6 ccores in 1960-61. For the speedy 
development of small scale industries, the Government 
of India encouraged the development of Industrial 
Estates in different parts of the country. About 
60 Estates were set up during the Second Plan. 
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In the Third Plan period (1961-66) the outlay 
on small scale industries was Rs, 142 million (out 
of the total expenditure of about Rs, 10,500 million) 
being about one per cent of the total outlay. The 
Third Five Year Plan aimed at increasing and diversi-
fying production in the small scale sector. The Plan 
further aimed at securing closer integration between 
small scale and large scale units over a wide range 
of industries, and the development of small industries 
as ancillaries. The Planning Commission suggested that 
the small scale industries, which now tend to concen-
trate in the large cities and towns should be promoted 
increasingly in small towns and at rural centres. The 
Third Plan also aimed at providing special measures to 
develop cooperatives for production to the maximum 
extent possible, and also for purchase and distribution 
of raw-^naterials, provision of comtnon facilities, assem-
bling of parts and marketing of goods. During the 
Third Five Year Plan, about 60 Industrial Estates have 
which had been started in the Second Plan were completed 
Apart from this, nearly 300 new Industrial Estates have 
2 
been developed during the Third Five Year Plan • *y 
1, Government of India, Planning Commission, Third Five 
Year Plan, p, 42. 
2. Ibid, p. 67. 
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March 1969, 346 Industrial Estates have been completed. 
The Small units set up in these Estates provided emp-
loyment to 82,700 persons and the annual production 
amounted to Rs, 100 crores. However, facilities pro-
vided in all Estates have not been fully utilised as 
some of the Estates were placed without proper inves-
tigation of the Industrial potentialities of the 
1 
area, and in others there were inadequate facilities • 
In the Fourth Plan period (1969-74) it was pro-
posed to spend about Rs, 2,930 million on the develop-
ment of Village and Small Scale Industries» The outlay 
in the State sector was Rs. 1,400 million while in 
the Central sector it was about Rs. 1,550 million. 
As in the previous Plans, the total outlay on the deve-
lopment of Village and Small Industries was about 1 
per cent of the total Plan outlay; at the state level, 
a figure of 3 per cent was recommended for the develop-
ment of small industries but only a few States have. 
In practice, adopted this figure. The main objectives 
of the programmes for the development of these 
1, Commerce, dated 26th March, 1966, 
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industries in the Fourth Plan were as follows : 
(1) to improve progressively the production techniques 
of these industries so as to enable them to produce 
quality goods and to bring than to a viable level; 
(2) to promote decentralisation and idispersal of 
industries; and 
(3) to promote agro-based industries* 
As a result of the developmental efforts made by 
the Government of India in the saccessive Plans, a 
remarkable increase in the range and in the production 
of sophisticated products has been made by the small 
scale sector. It turns out at present a wide variety 
of consumer goods which are comparable in quality, 
quantity as well as in prices, with those made by the 
large scale sector and, in some cases even with products 
made in more advanced countries. They are now poised 
for rapid growth in new fields of manufacture like 
electronic instruments and components, industrial mach-
ines, scientific instruments, machine tools, autanobile, 
chemical etc. In metal-based industries, they account 
for as much as 60 per cent of the total production while 
in chemical industries like paints and dyes, pesticides 
1. Small Scale Industries, Government of India 
publication, 1971, p. 8. 
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and plastics, they have been making rapid advances. 
In more sophisticated fields like electronics, thermo-
plastics and electrical measuring, instniments, they 
are poised for rapid growth in the future. 
The Fifth Plan (1974-79) outlay for the develop-
ment of small scale industries is Rs. 611.12 crores 
and in addition to this about Rs, 1,050 crores are 
expected to be invested from private sources, including 
banking and financial institutions , The strategy of 
the programme for the development of small scale 
industries in the Fifth Plan will be as follows : 
(i) to generate maximum opportunities for employment, 
particularly self-employment; 
(ii) to facilitate fuller utilisation of the skills 
and equipment of the persons engaged in these 
industries; 
(iii)to progressively improve the production techniques 
and made these industries viable; and 
(iv) to promote these industries in semi-urban and 
rural areas including backward areas. 
The table given below depicts the yearvise pheno-
menal growth of registered small scale establishments 
1, Ministry of Information and Broadcasting, Government 
of India, INDIA 1975, a reference annual, p,249. 
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over a period of 12 years : 
TABLE NO. Ill 
SHOWING YEAR-WISE GROWTH OF REGISTERED SMALL 















































Source : Small Scale Industries, Development 
Commission, Snail Scale Industries, 
Special No,1971, Government of India, 
Ministry of Industrial Development 
and Company Affairs, New Delhi,p.718. 
* Times of India, Saturday, May 26,1973 
"Seminar on Science and Technology in 
Small Industries", Organised by Devel-
opment Commission, SSI and FASII, 
** INDIA J A Reference Annual, 1975, 
Ministry of Information and Broadcasting, 
Government of India, New Delhi, p.249. 
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The above table shows a significant increase 
in the ntimber of registered small scale industries 
during the past 12 years which is, indeed, a comm-
endable progress. Consequently, these industries 
have now developed into an integral part of the 
modem industrial sector and have become a source 
of strength to the entire economy. 
It will be pertinent to mention that the achi-
evement of the small industries sector in various 
fields have been mainly due to the concerted and 
multilateral efforts put in by the Small Scale 
Industries Development Organisation. These efforts 
have resulted in increased exports and substantial 
import-substitution and helped the small industries 
sector to enter a new and dynamic phase of develop-
ment with outstanding success. It is, however, to 
be mentioned that the Small Industries Development 
programme underwent an orientation in favour of 
modernisation and decentralisation to fulfil the 
objectives of the programme under the Plans. The 
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emphasis on promotional measures during the Fourth 
Plan were on the following : 
(a) More effective implementation of the Industrial 
Policy Resolution to fulfil the declared objec-
tive of rapid prc»notion of small scale industries. 
(b) Phased programme of modernisation of the small 
scale sector, 
(c) Intensive development of selected small scale 
industries in the sophisticated fields, 
(d) Closer integration between large scale and small 
scale industrial sectors through develojxnent of 
ancillary industries, 
(e) Integrated development of the agricultural and 
small industries sectors• 
(f) Dispersal of small scale industries through inten-
sification of iiaral industrialisation programme 
and development of small scale industries in mediun 
and smaller to%ms through a scheme of incentives, 
(g) Special encourag«nent to persons with technical 
and managerial background and to unemployed 
engineers, to develop enterpreneurial ability and 
talent in the country for setting up small scale 
industries. 
The provision of Industrial Extension Service 
comprising technical assistance, economic intelligence 
service, management consultancy service, provision of 
corranon production, testing facilities etc., is the 
most important component of the Small Industries 
Development Programme. To meet the diversified needs 
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of small scale industries engaged in different fields 
of production, technical guidance was given on an 
increasing scale to the existing and prospective en-
trepreneurs by the experts of the Small Scale Indus-
tries Development Organisation, Industrial Extension 
Service was Banned by over 800 experts having technical 
economic and managerial background. These experts were 
increasingly called upon to give advice in recent yeairs 
on improved technical processes, use of modern machines 
and tools, preparation of drawings, designs etc. Dem-
onstrations on the use of modem techniques are given 
through the workshops and laboratories of the Small 
Industries Service Institutes in various States, Also, 
technical literature such as Technical Bulletins, Pro-
ject Reports, Model Schemes, Plant guides etc, were 
prepared for the small industrialists. The Industrial 
Design Cell of the Organisation put in special efforts 
to prepare over 500 blue-prints in 1969-70, 
In order to keep pace with the increasing demand 
from modem small scale industries for managerial 
assistance, the programme for training persons in 
Industrial Management through various courses organised 
by the Small Scale Industries Development Organisation 
has been intensified in recent years. On an average. 
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4,000 persons are being trained per year in these 
courses. The technical courses organised by this 
Organisation through their Ebctension Centres train 
nearly 3,000 persons per year and help them to up-
grade their skills. In addition. Management Consul-
tancy Services are rendered through enterprise 
counselling and undertaking of Integrated Plant 
Studies on a systematic basis. Through the pro-
gramme of Industrial Potential Surveys in selected 
areas, preparation of Industry Prospect Sheets and 
Econcnic Information Leaflets, it has been possible 
to seirve the entrepreneurs with reliable information 
regarding the prospects of a large number of new 
small enterprises in different parts of the country. 
Economic enquiries numbering nearly 30,000 per year 
are made to help the pirospective small industrialists, 
and to take appropriate investment decisions for sett-
ing up new small enterprises. The Feasibility Studies, 
Market Survey Reports and other special studies are 
being conducted systematically in response to the 
changing needs and pattern of small scale industries 
to enable the prospective entrepreneurs to make the 
right selection of manufacturing lines for setting up 
their ventures. The growing technical competence and 
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economic viability of the small scale enterprises 
enabled the Small Scale Industries Development 
Organisation to enlarge the list of items for excl-
usive production in the small scale sector. In 
addition to 55 items already reserved for small scale 
industries it has been considered appropriate to 
reserve more items for exclusive production in the 
small scale sector so as to boost up a large number 
of small scale units on a dispersed basis to cater 
to regional demands. 
To further facilitate the growth of a decentra-
lised economy through dispersal of industries, this 
organisation laxmched vigorous Intensive Develop-
ment compaigns in different parts of the country 
and encouraged a large number of entrepreneurs to 
set up small industries in semi-urban and rural areas. 
The scheme of decentralisation of industries was re-
inforced by the Rural Industrialisation Programme under 
which 49 Rural Industries Projects have been set up 
for intensive development of small industries in rural 
areas. The operational base of programme has been 
recently widened to include the development of growth 
centres and agrx)-industries within its scope. This 
programme has proved effective particularly in incre-
asing employment opportunities in rural areas, diver-
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sifying their occupational base and reducing the 
concentration of the rural population to already 
congested urban centres. 
With a view to helping the development of amill 
industries the programme of Industrial Estates was 
introduced in India for the first time in 1955, Us-
ually a group of factories are included in an industrial 
Estate, The factories in the Estate are provided with 
facilities of water, electricity, transport, bank, 
post offices, first-««iid, technical guidance etc. 
As a result of all these facilities, the small 
scale units have recently entered into a variety of 
fields and they are making considerable contribution 
to import substitution. Some of the import subs-
titutions brought out by the small industries are in 
the fields of testing instruments, medical instruments, 
electronic components and electrical equipnent, domes-
tic electrical appliances, scientific instruments, 
machine tools, plastic injections, moulding machines, 
optical, opthalmic equipments etc. Sophisticated 
equipments such as T.V.sets, gauges, surgical instru-
ments, thermometers, operation tables, PH meters, 
medical microscope, polarimeters, cold-storage equip-
ments, printing machines, fuel injection test benches. 
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infection moulding machines, binocular indirect opth-
almoscope etc, which are hitherto imported, are now 
produced by the small industries according to the 
desired quality and quantity. It was estimated that 
the small scale industrial sector produced parts, 
components etc., wortJi Rs, 10 crores during 197^-71, 
the public sector and private sector large scale 
units bought components wortli Rs, 33 crores from the 
small scale sector for which at least Rs, 25 crores 
would have been otherv/ise spent on their import • 
Our late Prime Minister Shri Lai Bahadur Shastri 
stated : "self-reliance does not mean a capacity to 
make the utmost of what we have but the courage to do 
2 
without what we do not have and cannot have" • It has 
proved true to the world by the continued efforts of 
small scale industries towards import substitution , 
this owes to the systematic efforts of the government 
of India, In order to achieve the objectives of 
import-substitution in a systematic manner, the Gover-
nment of India in June 1969, constituted a high level 
1, Times of India, May 26, 1973 " Seminar on Science 
and Technology in Small Scale Industries, organised 




committee on Import Substitution, Under the chairman-
ship of the Secretary, Department of Industrial Develop-
ment with the Secretaries of other economic Ministries, 
as members to keep a constant watch on the various 
programmes of import substitution and to suggest guide-
lines for further progress. The Small Scale Industries 
Development Organisation is helping small industries 
in providing the items v/hich are now ebeing imported 
and holds seminars and exhibitions in various States 
periodically to review the work done in this direction. 
Apart from this certain specific advantages are offered 
by the small scale industries, which are briefly analy-
sed below : 
SPECIFIC ADVANTAGES OF SMALL SCALE INDUSTRIES : 
As regards the specific advantages offered by the 
small scale industries they include the following : 
(a) Higher Industrial mobility and fuller utilisation 
of resources : 
Small scale industries can be set up in the remo-
test areas where large industries cannot move, either 
due to their very nature of production or due to limi-
ted supply of raw-material deposit or limitations of 
other facilities for large scale production. Thus, 
small scale industries ensure fuller utilisation of 
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available resources hxunan as well as material. 
(b) Production and Employment at low cost; 
The low cost of setting up small manufacturing 
units on a viable basis and their ability to provide 
regular employment opportunities have a number of 
direct and indirect benefits, particularly for the 
economies of developing countries. In our country, to 
create a direct employment in a large scale industry 
requires Rs, 60,000 whereas it costs only Rs,8,000 
to provide the same in the small scale sector and 
Rs. 3,000 if a small unit runs fully, using modem 
managerial and operational techniques. The question 
of employment however, has to be linked up with the 
question of productivity, so as to attract labour and 
sustain them at a sufficiently attractive level of 
remuneration in a given situation. The problem of un-
employment cannot be solved, apart from the problem of 
productivity, without reaching the break-even point 
between the two. 
(c) Exploitation of short-term opportunities, economies 
of scale, locational advantages and ancillary 
activities; 
The small units provide ideal openings to exploit 
many short-run opportunities in which it is impracticabl 
to make any large scale investment. These are particu-
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larly suitable to function as processing, servicing 
and constructional industries, and as ancillaries and 
sub-contractors providing components and services to 
the large units. This is because of the fact that 
they are able to reach the break-even point to derive 
specific advantages frcan the size, locality and the 
market. 
(d) Decentralised growth and deployment of purchasing 
power : 
Without proper distribution of purchasing power 
and dispersal of productive efforts, no self-sustaining 
industrial activities are possible in the long run. 
Excessive centralisation of wealth in a few hands and 
uneven distribution of purchasing power for well known 
socio-economic reasons do not stimulate initiative 
and productive efforts on an extensive scale, but fos-
ter a nximber of anti-social forces instead. This is 
more so when the national subsistence level is yet to 
be attained. Small ventures on a number of production 
lines cut the operating cost substantially and go a 
long way in stimulating the national economy. For dev-
eloping countries, all these are of the basic impor-
tance for ensuring growth from the bottom and for sus-
taining economic activities on a wide scale. 
In a nut shell,the socio-economic significance of 
small scale industries lies in the fact that they require 
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less capital which is a scarce factor in India, provide 
larger employment opportunities in a labour surplus 
economy like India, ensure equitable distribution of 
wealth, consolidate the base of the economy, bring 
about cultural revolution and preserve socio-economic 
heritage. 
CONCLUSION : 
All that has been discussed in the foregoing pages 
is that small scale industries are advocated not only 
on econcOTic but also on social grounds. Socially big 
business units are not quite condueive to the healthy 
growth of the labour surplus economy like India, They 
also ensure the dispersal of economic power in the 
country which is not concentrated in a few hands. The 
hundred thousands of small units represent a develop-
ment which has a social significance. Economically, 
these industries have been assigned a vital role in 
the development strategy, on account of several rea-
sons. Firstly, the develojxnent of this sector is 
considered vital for providing employment opportunities 
to surplus labour force available in the country at 
a relatively smaller capital cost. Secondly, small 
scale industries are considered both useful and effec-
tive for mobilising untapped resources of capital and 
entrepreneurial skill that may otherwise remain un-
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utilised in our-vast country. Finally, these indus-
tries are expected to ensure diffusion of productive 
industrial activity in order to avoid concentration 
of industry and the resultant flow of population to 
the metropolitan cities causing socio-econanic and 
political maladies of concentration, as well as enlarge 
employment opportunities in the areas where large addi-
tions to labour force accrue year after year. They 
foster balanced development of all parts of the country 
and also ensure rapid development of ruial economy thr-
ough the establishment of economic and functional links 
between the rural or semi-urban areas and big cities. 
Hence, the role of small scale sector in the deve-
lopment of national economy can hardly be over-empha-
sised. Especially they facilitate peaceful and concu-
rrent socio-economic development of all classes of 
people by creating a large number of entrepreneurs by 
meeting a substantial part of the essential and other 
requirements of the masses and also by earning larger 
foreign exchange resources throu^i exports. They also 
consolidate the base of the econcany through dispersal 
of economic resources in a wider and thinner areas 
and preserve socio-economic and cultural heritage of 
the country. 
However, there are a nvimber of factors which are 
adversely affecting the sound growth of small scale 
industries in our country. This aspect of the problem 
forms the subject-matter of the next chapt:er. 
Chapter U 
Factors Affecting the Sound Growth 
of Small Scale Industries 
CHAPTER II 
FACTORS AFFECTING THE SOUND GROWTH 
OF SMALL SCALE INDUSTRIES 
INTRODUCTION; 
In the previous chapter the socio-economic sig-
nificance of small scale industries in the national 
econcMny has been discussed. The conclusion drawn 
from our analysis is that the small scale industries 
play a vital role in accelerating the pace of socio-
economic development in the countn^. Although, these 
industries have been receiving much patronage from 
various facilitating institutions and agencies esta-
blished for the purpose by the Govejoiment of India, 
the momentxim is slow considering the needs of the 
country. There are various factors (growth inhibiting 
factors) responsible for the slow growth of these 
industries. Some important factors affecting the 
sound growth of these industries are the shortage of 
^raw-material and finance, lack of managerial skill 
and technical know-how, lack of marketing methods, 
techniques etc. However, the chief among them is the 
lack of Product Development Programme on modem lines 
due to which these industries could not increase their 
needed demand in foreign market. In the light of the 
above observations, the present chapter attempts to 
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analyse the factors which are hampering the sound 
development of small scale industries. This has been 
analysed both in rural and urban sectors as the inhi-
biting factors differ in these sectors in nature as 
well as in degrees. 
The nature of factors inhibiting the sound growth 
of small scale industries is almost the same throughout 
the country. Althouc^, the problems differ frcxn industry 
to industry, the common problems facing the small scale 
industries include (i) low labour productivity, (ii) abs-
ence of technical know-how, (iii) unsatisfactory health, 
safety and working conditions, (iv) limited financial 
resources, (v) exploitation by middlemen with regard to 
supply of raw-material, finance and marketing of goods, 
(vi) lack of organised marketing facilities, and (vii) 
poor management, 
Frcxn the point of view of a systematic study of 
the problems, the small scale industries may be broadly 
classified as Rural and Urban. 
PROBLEMS OF RURAL SMALL SCALE INDUSTRIES; 
(1) Supply of raw-materials; 
The small manufacturers in rural areas are handi-
capped in the buying of raw-materials. The rich n^ ^^ ^^ ac-
turers buy up all the good quality rawnriaterial through 
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middlemen and the cottage workers do not get the best 
qualities to work upon. It is impossible for them to 
deal with this problem unless they organise themselves 
collectively as the collective organisation makes their 
financial and buying resources more potential. In the 
absence of such organisation the State ought to inter-
vene^ allotting fixed quotas to different manufacturers 
in rural areas. The state will have to tackle the prob-
lem of middlemen also who are responsible for misleading 
the innocent manufacturers and pyramiding of prices, 
"As far as yam is concerned there is hardly any doubt 
that the handloom weaver is being mulcted on several 
fronts by a host of middlemen and parasites whose exis-
tence leads to the pyramiding of pilces of yam and who 
have for long carried on nefarious practices in regard 
to quality as well as quantity of the yam supplied and 
fully exploited the ignorance, poverty and helplessness 
of the weavers" • 
(2) Poor Production Technique : 
Paucity of good implements cauise a great deal of 
inefficiency. The existing implements are handed down 
to the artisans by tradition and aie usually crude; 
1. The author collected these infoimations from the 
weavers at Maunath Bhanjan, Azamgarh. 
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for example, the wool weaver's loom and the oil 'ghani'. 
The use of efficient tools and machines can improve the 
working of small units in such areas. Here also an 
active role of the State is needed. Demonstrations# 
touring classes, scholarships, exhibitions all these 
will require State help and initiative. 
(3) Problem of Finance : 
Lack of finance is a serious drawback as the arti-
sans and small scale industries do not have sufficient 
funds of their own for installing modern machinery and 
tools, and storing raw materials and finished products • 
Under the Credit Guarantee Scheme the Reserve Bank of 
India upto December 1968 issued grjiarantees for Rs,356 
crores in respect of 82,387 applications. Under the 
Libralised scheme in operation since 1966 maximxim amoxint 
recoverable from the Government has been doubled to 
Rs» 2 lakhs in respect of any loan and the number of 
institutions eligible for such risk- sharing has been 
expanded frcxn 97 to 454 by the inclusion of scxne Central 
2 
Cooperative Banks and non-schaduled banks. Besides, 
Small Industries Corporation also supplies machinery on 
1, Reserve Bank of India: Seminar on Financing of Small 
Scale Industries of India, 1959, Vol. II, p.3. 
2. Economic Times, dated lOth July, 1966, 
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hire-purchase basis to modem small scale industries. 
It has supplied indigeneous and imported machinery 
worth Rs. 40 crores to more than 9000 small scale units. 
In addition. Industrial Estates are also being financed 
by the Government . The rural artisans require finance 
for purchasing and stocking raw materials and for 
2 
holding their finished articles • There is usually 
a gap between production and sale. It often becomes 
difficult for these manufacturers to sustain themselves 
3 
during this period • The result is that they are in 
the grip of the middlemen-cxim-monei' lenders. The State 
Industrial Finance Corporation is discharging this 
important function but the facility from this source 
is inadequate. Again, the State will have to undertake 
this responsibility of financing small units in rural 
areas . 
(4) Marketing problem : 
Another difficulty that the artisans are facing is 
that they cannot sell their produc^ :s at a remunerative 
price. There are many causes of this difficulty : 
1. Planning Commission: Report of the sub-group on 
Small Scale Industries, 1965, p,25, 
2. The author himself collected these informations 
throu^ personal enquiries fxotn the Handicraft workers 
at Maunath Bhanjan, Azamgarh, 
3. The above study is based on discussion with the 
management of Small Scale Industries, 
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(a) The change that has taken place in the tastes 
of the consumers; old fashioned products are 
being replaced by the new ones. Though much 
cannot be done to remove this difficulty but 
the tastes of consumers can be studied throu^ 
well planned market surveys and market research, 
(b) Lack of finish and uniformity in quality is yet 
another difficulty which can be removed by im-
proving the technique of production and making 
provision for better implements, 
(c) High cost of production: This has resulted in 
complete elimination of such industries in cer-
tain areas due to the growing competition of 
small scale industries with large scale indus-
tries. One of the greatest advantages Which 
large scale industries enjoy over small scale 
units is the economies of scale in production. 
The cost per unit of output of large scale 
industries is low as canpared to the small scale 
units. However, if small scale industries are 
organised on modem lines and more efficient 
managerial skill is developed, the cost per unit 
of output can be reduced considerably, 
(5) Poor Organisation; 
The small enterprises with their limited resources 
are not in a position to hire the services of skilled 
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workers, efficient Managers and consultants, Often^ they 
have to employ raw hands and train them in their own 
way, and such training is generally found to be inade-
quate and inappropriate. As a result, labour becomes 
unproductive, and lack of management expertise reflects 
on the quality and volume of production in small scale 
enterprises. In order to compete with products of better 
quality and lower, price it has become essential for 
small scale units to organise in the best possible manner 
their production, management and marketing systems. The 
artisans must learn to act collectively. The establish-
ment of a central marketing organisation and multi -
purpose cooperative societies are the two important 
alternatives. 
In order to provide facilities to small units in 
rural areas, the government of India had already esta-
blished a Cottage Industries Board, The main functions 
of the Board are as follows : 
(a) To advise and assist Government on the organisation 
and development of small industries and function 
as an executive body, 
(b) To examine and advise how cottage and small scale 
industries can be coordinated with large scale. 
industries, 
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ce) To examine the schemes of the State Governments 
for the promotion of cottage and small scale 
industries and to assist in coordinating them, 
(d) To advise the Government on the marketing of the 
products of these industries in India and abroad* 
Thus, the main problems of Cottage and Village 
small industries are lack of raw-material and finance 
leading to dependence on the middlemen, who are very 
much like Trader-ciim-money lenders in agriculture. The 
supply of raw-material is inadequate and of inferior 
quality, and finance available from this sources is 
very expensive and conditional. The borrowers are 
compelled to market their produce through these middle-
men who know whcxn to contact for selling the goods more 
profitably, Ttie National Council of Applied Economic 
Research, New Delhi, conducted a survey of eleven SBIC-
1 
cted industries in 1965. In the case of leather industry 
it was found that the common problems of cottage small 
industries are dependence on money lenders or middlemen 
for finance, poor quality of raw-materials and absence 
of organised marketing facilities. In this direction, 
it is suggested that the quality marking scheme of the 
1, Survey Report conducted by NCAER, New Delhi, 1965,p.6, 
- 72 -
State Government/ which at present covers only a small 
percentage of total products should, be extended in order 
to cover the entire industry. Further, the arrangements 
for obtaining good quality raw-material as well as the 
disposal of final products should be improved by orga-
nising a common marketing agency or through cooperative 
marketing societies. 
Similarly, the cottage workers engaged in Bangle 
making industry are exploited due to their poor bar-
gaining power with dealers. They can strengthen their 
bargaining power if they organise themselves on coop-
erative basis both for the purpose of marketing of 
goods and finance. The same may be suggested for the 
wooden furniture industry and so.on. The main problems 
of Cottage and Small Scale Industries in rural areas 
are thus poor quality of rawnnaterial, dominance of 
middlemen and lack of knowledge about better designs 
and techniques of production. 
The State Governments through their agencies have 
been supplying raw-materials at controlled prices but 
the same is not supplied in time and as per requirements. 
These industries, to meet their recxiirements, buy raw-
materials from black-market or from the open market at 
high prices mainly due to ccsnpetiticn with the bigger 
producers. Kence, small scale industries do not get 
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raw-^ naterials of standard quality and, in some cases# 
they do not get adequate supplies. Sdimilarly, the Brass-
ware industry, utencil industry and lock industry which 
have a favourable export market but they have been suff-
ering from irregular supply of raw-material. 
It is evident from the above that the artisans in 
the village and cottage industries are facing the problem 
of raw-material, finance, technique of production and 
marketing. The production capacity in most of the small 
industries as a result remains under-utilised. Artisans 
are indebted to the Mahajans and, therefore, compelled 
to work through middlemen who, for the sake of profit 
motive, do not care for the right type of quality and 
design of the products. They produce cheap and poor 
quality products which ensure higher profits. These 
limitations prevent them from employing travelling 
agents to procure orders and create effective demand 
for their products. 
Under the existing conditions, it is of no use to 
acquaint the artisans with modem technique of produc-
tion if they constantly starve of finance and raw -
materials. In order to develop the village and cottage 
industries, it is necessary that the State should arrange 
for the supply of cheap and good quality materials by 
opening more fair-price shops on cooperative basis 
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exclusively for these industries in rural areas. This 
will not only be helpful in solving many of the diffi-
culties of the rural artisans but will also render a 
great service by relieving them of the exploitation 
of middlemen. 
The formation of Service Cooperatives for the arti-
sans should also be undertaken by the Government so that 
the services pertaining to purchasing, supply of credit, 
marketing, shortage of raw-<naterial, finishing of pro-
ducts# maintenance and repairs of tools, workers train-
ing, designing of products, research in production meth-
ods and product development may be easily available to 
them. For instance, Handloom weaver Apex Cooperative 
Organisations in India have developed a designing scheme 
to help the craftsmen producing articles of greater var-
iety and standard quality which appeal to consumers' 
tastes. Cooperation is the modern instrument that 
responds to new economic situations, increases recep-
tivity to new ideas and introduces changes in the methods 
of production in small industries because it can employ 
competent and expert hands and sales personnel. Thus, 
co-operatives can offer technical advice to the small 
units about new machines and methods of production. They 
can also disseminate market information and develop 
training programmes for the personnel of member units. 
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Hence^ service cooperatives may be organised as pri-
mary societies with individual craftsmen as members# 
or as federal societies with the meitibership of arti-
sans or service societies. "Some of the fxonctions which 
call for a larger scale of operations and resources than 
a primary productive or service cooperative can ccxiunand, 
may be undertaken by their federations. The federal 
structure of the cooperative movement, while enabling 
the small units to function independently in a decentra-
lised fashion, achieves for the constituent units, fin-
ancial, managerial and technical advantages which can be 
realised only through cooperation on a large scale. The 
federal structure of the service-cooperatives can raise 
the ccxnpetitive capacity of small industries to a consi-
derable extent" , 
PROBLEMS OF URBAN SMALL SCALE INDUSTRIES : 
The main problems of urban small scale industries 
are as follows : 
(1) Raw-material : 
Unlike rural small scale industries, the main 
difficulty of urban small scale industries is that of 
rawHonateriale and its procurement. In the past, when 
the small industries undertook the production of items 
1, Lewis, W.Arthur, : The Theory of Economic Growth, 
George Allen and Unwin Ltd,, 1963, pp,77-78. 
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of comparatively simple nature, there was no such 
problem. But, now the field of production of small 
scale industries has expanded. They are producing many 
sophisticated items previously produced by large scale 
industries. At present, the small scale industries 
contributing 45 per cent of the total industrial pro-
duction of the country have been demanding parity with 
large scale undertakings in matters of allocation of 
rawHrtiaterials, Much of their productive capacity is 
lying idle for want of adequate supply of raw-materials, 
Therefore, in order to solve this problem, the Govern-
ment should create ready stocks of raw-material so that 
these industries could meet their requirements at rea-
sonable/fair price in as small a quantity as possible. 
To solve this problem, the small Industry Corporation 
was established which is making arrangements for the 
distribution of raw-materials in small lots through 
its different depots to small scale industries, IXie to 
non-availability of raw-materials, not only the prod-
uctive capacity of these industries remains under -
utilised but also the time, labour and capital of the 
entrepreneurs was wasted. As a result, ultimately due 
to lack of adequate supply of rawnnnaterial most of the 
small scale industries are closed down as they cannot 
afford huge losses for a long time. On the other hand. 
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raw-material supplies avai lable a t competitive pr ices 
appear t o be the g rea te s t handicap. There are evidences 
t h a t the ineqxialit ies in the d i s t r i b u t i o n of raw-mater-
i a l s and imports are so severe t h a t they tend t o over-
r ide a l l other types of ass is tance offered t o small 
sca le fi33ns by the government • The In te rna t iona l Pers-
pect ive Planning Team in i t s report; a l so s ta ted t h a t 
nearly 60 per cent of the firms analysed, provided 
evidence t h a t acute shortage of raw-^naterials and 
components t h a t could o^ly be purchased a t higher 
black market p r i ce made i t unprof i table for them to 
expand t h e i r production t o fu l l e r u t i l i s a t i o n of capa-
c i t y . The other 18 per cent of the firms s ta ted tha t 
they could not get addi t ional supplies a t any p r i c e , 
•'Due t o ccsnpetition with la rge sca le producers and 
lack of f inancia l resources, these indust r ies do not 
get rawHnnateiiials of super ior qua l i ty and in some 
cases they do not get enough supplies even of the 
in fe r io r qua l i ty of raw-material . ISven where supplies 
of raw-<naterials are loca l ly ava i lab le , the small scale 
producers find d i f f i cu l ty in obtaining t h e i r requ i re -
ments a t reasonable / fa i r p r i ce because they are mostly 
! • Report of the In te rna t iona l Perspect ive Planning 
Team submitted to the Government of India,1963, 
p . 134. 
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purchased by large scale industries in advance" • 
i^proximately half of the small units which found it 
unprofitable to increase prodtiction because of the 
black market price of raw-^naterials* were facing com-
petition with large scale firm.s producing similar 
products and enjoying allocated inputs at fixed prices. 
When these larger firms producing homogeneous products 
were checked by the Team as to the allocations, it was 
revealed that they received these materials at fixed 
prices through the department of technical development, 
" On the average, they were allocated 85 per cent of 
their one shift requirements whereas, smaller compe-
titors received allotBents to cover only 33 to 40 per 
2 
cent of their one shift requirements" • Hence, it is cle-
ar that great discrimination was meted out to the small 
scale sector in this regard. In order to save the small 
scale units, the State should arrange for the supply 
of cheap and good quality materials by opening more 
fair-price shops on cooperative basis exclusively for 
these small scale industries so as to enable them to 
1, Farooquee, Q.H. "Small Scale and Cottage Industries 
as a means of providing better opportunities for 
labour in India, Faculty of Arts, M,U.Press,Aligarh, 
1959, p.17. 
2, Report of the In te rna t iona l Perspect ive Planning Team, 
submitted to Government of India, 1964,p,134. 
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work to the fu l l - r a ted capaci ty . The Sta te Government 
should es tab l i sh a cen t ra l i sed agency to keep a cons-
t a n t and s t r i c t v i g i l on the a v a i l a b i l i t y of raw-mater-
i a l s and the requirements of small scale indus t r ies 
and also t o ensure timely and adequ^ate supply through 
indigeneous production or imports . 
I t follows frcxn the above analys is t h a t the State 
has fa i led t o provide the much needed r e l i e f on the 
issue of adequate supplies of raw-^naterials so badly 
required for s e l f - r e l i a n c e . The Suirvey Report submitted 
by Lokhnathan Committee to the Government of India 
revealed t "There were 11870 un i t s a l l over the country 
using various non-ferrous metals/ copper,1#50,455 tonnes. 
The requirements of zinc were estin^ated a t 55,805 of 
2 lead at 19,814 tonnes of the 17303 tonnes annually" • 
These estimates revealed that the small scale sector 
, was getting allocation to the extent of V5 th of 
its requirements of non-ferrous materials and had to 
1, The Estimate Committee of Parliciment in its 17th 
report presented to the Lok Sabha dated April 27,1972 
urged the establishment of a centralised agency for 
the allocation of raw^naterials« The Committee has 
also underlined the need for close coordination 
among the Ministries concerned. Further, the Committee* 
has also urged that licences should be given to par-
ties with a proven record of being able to produce 
the goods within a time limit« 
2, Lokhnathan Ccstimittee on Scarce raw-material Survey 
Report, submitted to the Government of India,1964-65, 
P«134, 
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buy the rest in open and black-markets. The non-
priority industries had to pay more than the large 
scale units for steel. Moreover, they received 
only 20 to 25 per cent of their requirements . 
Therefore, the Government should see that the small 
scale units get raw-materials of good quality and 
in sufficient quantity on the basis of the assessed 
capacity against the present procedure of distribu-
tion on the basis of 30 per cent of installed capacity 
or Rs. 75,000 whichever is higher. Hence, the problem 
of inadecjuate supply of raw-materials is one of the 
factors which has hampered the spee^ dy growth of small 
scale industries in the country, 
(2) Finance j 
Finance is the basic requirement for every indus-
try, big or small. But the need is greater in the 
case of small scale industries because of the fact of 
their poor financial condition. Due to lack of finan-
cial resources small scale industries are not in a 
position to instal modem machines and introduce tech-
nological devices. As a result, they are unable to 
1, Financial Express, April 5, 1972. 
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produce goods of better quality and at reduced costs. 
Consequently, they are unable to compete with large 
scale industries. Shortage of finance compels them 
to purchase raw-material in small quantity. In most 
of the cases, it is experienced that these industries 
are unable to purchase raw-materials of even inferior 
quality at right time as per their requirements. The 
large scale industries on the othejr hand/ having no 
such problem purchase raw-materials of good quality 
and at cheaper rates in bulk quantity and enjoy the 
privilege of low cost of production vis-a-vis small 
scale industries. There are however, some small scale 
industries which are in a position to offer adequate 
security to the financial institutions and thus get 
long-term capital loan from these financial institut-
ions. They are also getting in scarie cases credit for 
working capital requirements frc»n Commercial banks. 
As at the end of March 1969, out of a total of Rs.20,675 
million disbursed to all industries by commercial banks, 
the amount of loans granted to small scale industries 
aggregated only to Rs. 2,109 which had accounted for 
a little over 10 per cent of the total bank credit to 
all industries. Whereas the contribution of the sector 
to the total industrial output was roughly 35 per cent 
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in 1965 . But, considering the vital role of small 
scale industries within the Indian Industrial econcxny, 
the total amount of loans granted to small scale indus-
tries forms a very small part of the total loans to 
2 
Indian industry • 
Due to lack of fiaanee, the small producers are 
bound to sell their produce as soon as they manufacture 
them and do not get reasonable prices for the products 
since they require Immediate cash for further produc-
tion puirj>oses. To carry on business, they generally 
borrow money at high rates of interest which further 
increases the cost of production. It is, therefore, 
on account of shortage of finance, that the existing 
small scale units are not working efficiently and to 
their full-rated capacity irrespective of the fact 
that their products are much in demand. 
The main cause of the above state of affairs was 
the undesirable step-motherly attitude of the financial 
institutions (Commercial banks) towards small scale 
industries and the government's failure to deal with 
1, Small Scale Industries, Developnent Commission, Small 
Scale Industries, Government of lEndla publication 
1971, p. 158. 
2. The Second Report of the International Perspective 
Planning Team, p. 10. 
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than. The main charge on these institutions was 
against the mis-direction of their resources; their 
policies have made the needy sectors of the economy 
starve of financial requirements. Just like agricul-
ture/ the small scale industries are having three 
types of financial requirements as mentioned below: 
(a) Short-term cap i t a l 
(b) Medium-term cap i t a l 
(c) Long-term c a p i t a l 
Short-term capital is needed by the small scale 
industries for the purchase of raw-materials, payment 
of wages, salaries and other short-term requirements. 
Medi\im-term capital is required for the purpose of 
extension and replacements, while the long-term capi-
tal is required for the puirpose of installation of 
plants and machinery, buildings etc, which is impera-
tive for modem small scale industries. 
The medium-term loans in case of small scale units 
vary from 1 to 5 years and in seme cases to 10 years 
and a long-term loan usually varies from 5 to 20 years. 
The short-term capital needs of the sector are mainly 
being met by the State Bank of India and other Commer-
cial banks. The long-term and medium-term financial 
assistance to small scale industries are provided by 
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the following institutions s 
(1) Loan from State Government. 
(2) State Financial Corporation, 
(3) Small Scale Industries Corporation (Pvt.Ltd.). 
(4) State Bank of India. 
(5 ) Comme re ial banks. 
(6) Credit Guarantee Scheme (Reserve Bank of India), 
Financial assistance is being provided to meet 
both fixed capital and working capital requirements 
of small scale industrial units. Fixed-capital requ-
irements are provided by the States through loans 
under the State Aid-to-Industries Acts, by the State 
Financial Corporation and the State Bank of India 
and other financial banks through their medivum-tertn 
credit plans and instalment-credit schemes. The 
National Small Industries Corporation supplies mach-
inery on hire-purchase system. The working capital 
requirements are met mostly by Commercial banks, though 
a part of the loans advanced under the State Aid - to -
Industries Acts and by the State Financial Corporations 
is also used for the purpose, 
A brief review of the functioning ardi progress of 
the financial assistance programmes of the various 
institutions is given below i 
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Loan from State Government : 
Loans are normally granted to small scale units 
under the State Aid-to-Industries Act by the State 
Director of Industries. In almost all the States, 
loans upto Rs. 1,000 are advanced against personal 
bonds, upto Rs. 5,000 are given against security or 
mortgage at 75 per cent of the surety offered which 
may include land and building, plant, machinery and 
equipment, stocks and other assets. The rate of 
interest has been kept considerably low at 2h per cent 
for loans upto Rs. 2 lakhs advanced to industrial coo-
peratives. The repayment of loans is spread over a 
period of 10 years and can be paid in easy instalments, 
In many States loans upto Rs. 2,000 are distributed 
either by District Industries Officers or District 
Magistrate. Normally, the amount of a loan to an 
industrial enterprise is not to exceed Rs.1,00,000 
and that to an industrial cooperative Rs,2,00,000 
without the prior sanction of the Government of India. 
During the 10 years period ending March 1966, a total 
sxm of Rs. 305 million had been sanctioned. An addi-
tional siam of Rs, 97.1 million had been advanced by 
the State Government upto March 1969 . 
1. Small Scale Industries, Op.cit. 1971, p. 156, 
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State Financial Corporation: 
The Financial Corporation provides financial 
assistance to both the existing units and the units 
to be set up, Financial assistance is granted to 
existing units for renovation, expansion and modern-
isation of plant and machinery. In the case of new 
units funds are made av4ilable for the acquisition of 
fixed assets. In general, loans are not granted by 
the Corporations for working capital which falls under 
the jurisdiction of the Commercial banks. 
The small scale units are financed by the Corpo-
ration upto a maximum limit of Rs, 5 lakhs, the mini-
mum limit being Rs, 1 lakh with 25 per cent margin for 
loans upto Rs.3,50 lakhs. The margin is further reduced 
to 15 per cent in the case of the loans applied by the 
small scale units located in the backward areas. The 
normal rate of interest charged by the Corporation on 
these loans is 9^ per cent per annum with a rebate of 
1 per cent per anniun for prompt repayment. In the case 
of loans sanctioned to the small scale units beyond 
Rs. 5 lakhs the rate of interest remains the same but 
the rebate is reduced to Jf per cent per annxim. 
Unlike, the margin of security is reduced by the 
Corporation in the case of backward areas, the rate of 
- 87 -
interest is also reduced from 9% per cent to 8 per 
cent with 1 per cent rebate at a flat rate of any 
amount of loan granted. Due to availability of these 
rebates the effective rate of interest actually rema-
ins at 7 per cent per annum for any loan granted in 
backward areas and Q^ per cent and 9 per cent res-
pectively in case of loans from 1 lakh to 5 lakhs and 
above granted in other areas which are not considered 
backward. The table given below shows the year-wise 
progress of the assistance sanctioned by the State 
Financial Corporations to the small scale industries, 
TABLE NO, IV 
SHOWING YEAR-WISE PROGRESS OF THE ASSISTANCE 














































Source : Small Scale Industries, Development 
Commission, Small Scale Industries, 
Government of India publication 1971, 
p.156, 
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The repayment of loans generally s t a r t s a f t e r two 
years and spreads over a period of 7 to 12 years . 
The Corporation provides loans t o small scale 
indus t r ies through the State Directors of Industr ies 
under the Sta te Aid- to-Industr ies Act/Rules, Under 
the agency arrangements, the Corporation operates 
the following three schemes : 
(a) Ordinary loan scheme 
(b) Liberalised loan scheme 
(c) Technical entrepreneurs scheme 
Ordinary loan scheme; 
Till 1970/ under this scheme loans to the small 
scale units to the extent of Rs. 5,000 were granted. 
The scheme was operated by Directorate of Industries. 
But now the scheme is also operated by the Corporation. 
The upper-limit of the loans has increased from Rs 15000 
to Rs 25000. These loans are provided for the purchase 
of fixed assets like land and building, plant and 
machinery etc. and in some special cases for meeting 
working capital requirements upto 3 3 per cent of the 
amount of the total loan. 
In case of ordinary loans the rate of interest is 
8 per cent per annum with a rebate of 2 per cent for 
early repayment in 8 equal annual instalments. The 
first instalment falls due for repa^ /ment after 2 years 
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from the date of receipt of the loan. The Corporation 
generally grants funds on 75 per cent of the value of 
tangible securities mostly on fixed assets existing 
with the units and created out of the loan amounts. 
All types of concerns, except Hindu Undivided Firms 
are eligible to apply for loans uncier this scheme. 
Liberalised loan scheme: 
Under this scheme the Corporation acts as an agent 
for the disposal of loan applications received by the 
Directorate of industries. Suah loans are also avail-
able for working capital needed by export-oriented/ 
defence-oriented and agro-based small scale industries. 
Loans more than Rs. 24,000 nut not exceeding 
Rs. 1,00,000 are granted by the Corporation under this 
scheme. The Corporation charges interest at the rate 
of 6 per cent per annum for loans upto Rs. 50,000 and 
7 per cent for loans more than Rs. 50,000 with a rebate 
of 1 per cent per year for prompt and early repayment 
of instalments. Like ordinary loans which are paid in 
8 instalments, the liberalised loans are repaid in 
10 annual instalments. 
Technical entrepreneurs scheme: 
Under this scheme the Corporations provide assis-
tance to young technical entrepreneurs. This scheme 
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does not depend upon any equity ratio. Special repay-
ment procedures have been laid down for these entre-
preneurs so that in the initial period they could get 
an opportunity to strengthen their internal resources. 
The margin of security normally ranges between 25 and 
50 per cent in the case of other agency loans but it 
has been reduced 15 to 25 per cent in the case of 
technical entrepreneurs. The margins are further 
reduced from 10 to 15 per cent in t.hecase of entre-
preneurs operating in the backward areas of the country. 
State Bank of India; 
The State Bank of India has recently introduced 
a new credit scheme for providing financial assistance 
to craftsmen and other technical entrepreneurs inter-
ested in setting up new small scale industrial units. 
Under the scheme, financial support is extended to 
those who have the requisite technical competency and 
who are engaged in pranising units but do not have 
sufficient funds at their disposal for the purpose. 
The credit is provided on the basis of purposiveness, 
proficiency and prosperity of the unit. The criterion 
of advance is not solely based on the security offered 
but on the basis of soundness of the business, know-how 
as well as managerial and technical ability of the 
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entrepreneurs. The bank also provides bulk of advances 
on short-term basis for meeting their working capital 
requirements. The loans are granted against the pledge 
of raw-materials and processed goocis. The rate of inter-
est charged on these loans varies as per type of acco-
modation between 7% and 8^ per cent. The financial ass-
istance provided by the State Bank of India and its 
subsidiaries to small scale industrial sector has been 
mentioned in the following table : 
TABLE NO, V 
SHOWING FINANCIAL ASSISTANCE PROVIDED BY THE 
STATE BANK OP INDIA AND ITS SUBSIDIARIES TO SMALL 
SCALE INDUSTRIES. 
































Source : Small Scale Industries, Developnent 
Commission, Small Scale Industries, 
Govemmeat of India piablication 1971, 
Section VIII,p,724, 
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The above table indicates that the state Bank 
of India along with its subsidiaries is providing 
financial assistance to small scale industries and 
it is the second highest institution which provides 
financial assistance to these industries in the 
country. The table also shows the rising trend of 
financial assistance which further focusses atten-
tion on the fact that the Bank is more liberalised 
in providing loans and advances to small scale indus-
trial units. 
To solve the financial problem of small scale 
industries, the Government of India aationalised the 
14 major ccxnmercial banks in the private sector in 
1969. The chief objectives of nationalisation of 
these banks were as follows ; 
(1) To provide adequate credit for agriculture, 
small scale industries and export. 
(2) To remove the monopoly of few industrialists 
over commercial banks. 
(3) To provide a professional bent on bank management. 
(4) To provide financial assistance to the new class 
of entrepreneurs, and 
(5) To provide reasonable terms of service and adequate 
training to bank employees. 
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These banks, before nationalisation, used to 
provide only short-term loans at a very high rate of 
interest. They were reluctant to provide medium and 
long-term loans. For the present, these banks are 
providing short-term, medium-term and long-term loans 
at reasonable rate of interest to small scale indus-
tries. Moreover, due to the fear of nationalisation, 
the other non-nationalised commercial banks have also 
started providing such facilities to smaller units. 
As a result, the position has improved considerably 
but still these industries are suffering from finan-
cial crisis although the concept of security is not 
the basis of banks advances, Purposiveness, profi-
ciency and prosperity of the units is the main security. 
The reason is that the quantum of advance is based sol-
ely on the security offered by the borrower and not on 
the promise of the project. Apart from this the loans, 
in most of the cases, are delayed unnecessarily due 
to traditional foirmalities. It is, therefore, suggested 
that bank manag^nent should be rationalised to help 
these indiostries grow on sound lines and that the 
Government should take a more liberal attitude in 
granting loans to small scale industries so that the 
objective of balanced growth of economy could be 
materialised. The expansion of financial institutions 
in both rural and urban areas is, therefore, the press-
ing need of the day. 
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Coromercial Banks; 
The commercial banlcs which constitute the most 
important single source of short-term credit to 
industry had been reluctant in the past to extend 
credit facilities to small scale industries. With 
a view to ensuring adequate flow of bank credit to 
the small scale industrial units. Government of 
India had nationalised 14 of these major commercial 
banks and introduced a scheme of social control 
under which the banks were required to set aside a 
pre-determined proportion of the net deposits for 
granting loans to the small scale sector. The State 
Bank of India and its subsidiaries had sanctioned 
more than 33 million to 297 entrepreneurs till the 
end of March 1970*''. 
Credit Guarantee Scheme t 
With a view to removing impediments in the way 
of free flow of institutional finance to small scale 
industrial sector, the Government of India in 1960 
introduced a Credit Guarantee Scheme which is guided 
by the Reserve Bank of India. The Credit Guarantee 
Scheme has been modified with effect frcan 1st February, 
1970, Accordingly, the limit of loans has been raised 
1, a n a l l Scale I n d u s t r i e s , Development ODramission, 
Small Sca le I n d u s t r i e s , Government of Ind ia pub-
l i c a t i o n 1971, p . IBS. 
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from Rs, 0,25 million to Rs. 0.75 million in respect 
of working capital advanced and Rs, 1 million in 
respect of long-term advances, subject to a maximum 
of 75 per cent of the amount defaulted or the amount 
g«aranteed whichever is lower with reference to the 
amount advanced to a particular unit. The guarantee 
fee charged by the Guarantee Organisation, fixed at 
1/lOth of 1 per cent, is payable quarterly instead 
of annually as was the case prior to February 1970, 
Till the end of December, 1969, 1,52,240 applica -
tions for loans amounting to Rs, 7730.3 million were 
it* 
received against which 1,38,265 certificates of guar-
antee for a total sum of Rs, 6480 million were issued , 
Apart from this the small scale industries in 
India are suffering from aanagerial inefficiency and 
many technical problems. Even if the small scale indus-
tries are equipped with modeim technical devices and 
possess adequate financial resources, they cannot 
function efficiently and effectively unless they are 
manned by efficient management and trained executives. 
This aspect of the problem is discussed below at scsme 
length, 
1. Ibid. p.160. 
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Managerial and Technical problems of Small 
Scale Industries : 
Management needs are universal. It is not a 
function important only to the largest firms as 
managerial activities are found in all organised 
group activity regardless of size and nature of the 
institution. In small organisation, management 
appears unimpressive mainly because they generally 
cannot afford to employ professional managers 
specialised in different aspects of industrial en-
vironments and engineering trades. All the mana-
gement functions are performed by one person who 
has a multiplicity of duties and responsibilities. 
He is likely to overlook much of the managerial 
activity which he should perform, especially if he 
tends toward informal approaches in the fulfilment 
of his various functions. It has also been observed 
that the entrepreneurs who have set up small enter-
prises not only lack the knowledge of the techniques 
of modem production, marketing methods and techni-
ques but are also equally ignorant of the essential 
elements of management. Even the technically quali-
fied entrepreneurs do not know how to solve various 
problems related to financial, production and marketing 
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management including elimination of wastage, produc-
tion planning, cost accounting, plant layout, diver-
sification, simplification of production and so on. 
There are businesses which do not maintain accounts 
and do not know whether they are losing or making 
profit. 
Under such circumstances, it is obvious that the 
small scale industries cannot grow on modem lines 
unless and until managerial activities are properly 
maintained by them. Management is principally a task 
of planning, coordinating, motivating and controlling 
the efforts of others towards a specific objective* 
In other words, it involves the ccxnblning of traditi-
onal factors of production (land, labour and capital) 
in a optimum manner, paying due attention, of course, 
to the particular goals of the organisation. Therefore, 
a manager should have proper knowledge of the manage-
ment functions. He should know that the task of mana-
gement includes planning, coordination, motivation 
and control. 
Keeping in view the managerial and technical 
problsns of small scale industries and with a view to 
improving the technical and competitive status of 
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small enterprises and to enable them to keep in 
touch with the latest developments in technology, 
country-wide management consultancy services have 
been organised by the Development Commission, Small 
Scale Industries Organisation. These services vary 
from adhoc advice on specific problems posed by 
the small industrialists to comprehensive in-plant 
studies covering aspects like finance, production 
and sales by qualified technical staff in each field. 
Management consultancy work was started by the 
Develojxnent Commission, Small Scale Industries Orga-
nisation during the Third Plan (1961-66) , In the 
initial stages, this work aimed at providing infor-
mation on various procedural matters like setting up 
of new units, expansion of existing ones, obtainang 
machinery on hire-purchase, participating in Govern-
ment purchase programme and rendering advice on vari-
ous labour and commercial laws. Under the present 
pattern this service generally asstimes two forms; 
namely the consultancy service for solving the speci-
fic problem faced by the industrialists designated 
as problem-oriented consultancy; and the consultancy 
work through more intensive and analytical studies 
of finance, production,and marketing problems. 
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Consultancy in the first form is offered in 
either of the following ways : (a) Management 
specialists of this organisation visit the unit and 
render on-the-sppt advice on specific techno-mana-
gerial problems relating to production/ marketing 
and finance, (b) The small industrialists th«nselves 
visit the institutes for seeking advice on matters 
like setting up new units, expansion of existing 
ones, commercial and labour laws, specific financial, 
sales problems etc. 
Consultancy in the second form is offered in the 
following manner. Under this programme where the con-
sultancy work is of intensive nature, a particular 
small unit is selected for detailed techno-managerial 
analysis of the problems of the firm, A group of 
officers specialising in finance, production and 
marketing visit the unit for a thorough analysis of 
all the problems faced by the unit. The group then 
plans and conducts the work for detailed study of 
layouts, various processes, product designs, machine, 
maintenance, safety, distribution channels, markets, 
finance, costing system, personnel organisation, 
channel of information, etc, .This planning is done 
either on sample basis for otherwise depending upon 
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a particular situation. After the study has been 
carried out, a report is prepared and presented to 
the management. This report embodies broad analysis 
of the entire field including the specific problems. 
It also contains recommendations on all aspects — 
technical, managerial and economic; and suggests 
improvement for making the unit fully competitive. 
However, with the introduction of management 
consultancy services in small scale industrial sector 
by the Development Commission Small Scale Industries 
Organisation, the condition of these industries has 
improved to a large extent. But still quite a large 
number of industries are facing managerial and tech-
nical problems mainly because they are either ignor-
ant of such services or they are not in a position 
to visit the institutes for seeking advice on speci-
fic techno-managerial problems rel ating to produc-
tion, marketing and finance. It is, therefore, sugg-
ested that management consultancy services should be 
made available to small scale industrialists all 
over the country so that they can consult them about 
their different types of problems. 
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Marketing problem of small scale industries; 
While discussing the marketing concept it seems 
essential to make it clear that the notion of consu-
mer wants as the focal point of all activities implies 
that the objective of the organisation lies not in 
itself but in society. It is a critical point as it 
provides a starting point for conceptualising and 
analysing the behaviour of any organised activity. 
In commenting on the importance of marketing, Peter 
Drucker states: "If we want to know what a business 
is we have to start with its purpose. And its purpose 
must be outside of the business itself it must be in 
society since a business enterprise is an organ of 
society. There is only one definition of business 
purpose: to create a consumer" . Thus marketing occ-
upies an important place in the present industrial age. 
Marketing is probably the least developed aspect of 
2 
the Indian economy . Till recently, middlemen and 
salesmen of all kinds were regarded as planners try-
ing to profit at the expense of the pxablic and it was 
felt that marketing in several cases, had failed to 
1. Drucker, P.Peter,^  The Practice of Management, 
(New York: Harper and Brothers Publisher,1954),p.87. 
2. For a good discussion on the weakness in the marketing 
system, see: the paper "Marketing in India", by 
Ralph Westfall and Harper W.Boyd,Jr. in the Journal 
of Marketing, October 1960, of the Americal Marketing 
Association. 
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furnish the forces necessary to start the economy 
on a path of rapid growth. As such, no systematic 
attempt to study the problems of marketing in India 
has been made. 
Unorganised marketing facilities and the absen-
ce of an established trade-name for the items manu-
factured by small scale industries have been alrea-
dy recognised as factors responsible for the slow 
growth of small scale industries in the country,The 
existing marketing system in sriall scale industrial 
sector in India is not only unorganised but also 
defective mainly because of their small-size and 
shortage of finance. The small manufacturers them-
selves deal with the entire marketing functions, 
but they are not well-versed in all marketing tech-
niques. Marketing activities include the following , 
(a) Advertising, (b) Trade promotions, (c) Selection 
of channels of distribution, (d) Product publicity, 
(e) Personal selling, (f) Sales forcasting, (g) Spe-
cifying inventory levels of finished stock,(h)Trans-
portation, (i) Processing of incoming orders, 
(j) Ware housing, locations, and inventories carried 
to each space, and (k) Marketing informations, 
1. For a detailed discussion. See: Hector Lazo and 
Aimold Corben, Management in Marketing;Text and 
Cases (New York : McGraw Hill Company,Inc.,1961), 
pp. 70, 86-89, and 111-20. 
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(1) pricing policy, (m) Product development, and 
(n) Market Research, 
Due to lack of marketing facilities many products 
of small scale industries for which there is an ade-
quate demand at a reasonable price cannot be distin-
ction. The products of small scale industries are 
sold in the nearby markets by the producers where thay 
are either in less demand or in no demand. It is a 
known fact that small producers sell their produce on 
adhoc basis to one purchaser in the nearest market 
since they require immediate cash for further produ-
ction. As a result/ they are unable to get reasonable 
price of their products. Due to lack of marketing 
knowledge, the small entrepreneurs produce goods with 
out making any arrangement for assessing consiimeril 
reactions to the products. Consequently, the goods of 
small scale industries fail to capture internal as 
well as international markets. Hence, the problem of 
marketing in small scale industrial sector assumes 
crucial importance. 
These industries can compete favourably with the 
large scale industries in the domestic as well as in 
the foreign markets, if they are provided with adequate 
marketing facilities. For the present, marketing assis-
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tance is rendered to small scale industries mainly 
in two forms; firstly, by undertaking actual mar-
keting of their products* and, secondly, by conducting 
market research and investigation surveys for a parti-
cular product manufactured in the small scale indus-
trial sector in general or for a specific brand of the 
product manufactured by a particular small scale unit. 
Actual marketdg of the product of small scale indus-
tries is undertaken by the National Small Industries 
Corporation in the domestic market and by the State 
Trading Corporation under its Expcrt-Aid-to-Sraall 
Industry Scheme in foreign markets. Market research 
and investigation surveys are undertaken by the Deve-
lopnent Commission, Small Scale Industries Organisation, 
The Indian Institute of Foreign Trade undertakes ccxnmo-
dities surveys with special reference to their export 
potential and their sale conditions in export markets. 
These surveys cover the entire industry including large 
and small scale sectors and have, therefore, a close 
relevance to small scale industry products in the 
field. But the small scale sector is given partial 
treatment. 
The formation of Cooperatives of small scale units 
for the puirpose of marketing of goods was considered to 
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be a lengthy process and there was fear of the absence 
of unity of purpose and proper guidance. Under the 
circumstances, it was considered necessary that certain 
common services in the sphere of marketing should be 
made available by the government so that they may 
have regular and quick sales outlets. The piling up 
of their stocks may result in the deterioration of 
quality of products and heavy losses to them. Keeping 
in view the marketing problems of small scale units/ 
the Development Commission, Small Scale Industries 
has established certain marketing Jjistitutes both at 
the Central and the State levels to give a gfillip 
to small scale products internally as well as exter-
nally. Internal marketing is assisted by Small Indus-
tries Service Institutes which conduct distribution 
surveys for the benefit of small scale industrialists. 
They also enlist the units for participation in such 
surveys under the central government Store Purchase 
Programme, They issue competency certificates to those 
units receiving government orders. They also promote 
ancillary relationship with the large and medium-sized 
units in the p\iblic as well as private sectors. 
Marketing of products for export',s is also assisted 
by Small Industries Service Institute which enlist the 
small units for participation under the Export Aid-to-
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Small Industry (EASI) Scheme of the State Trading 
Corporation of India, These Service Institutes render 
technical counselling for satisfactory execution of 
export orders. They also disseminate information 
about the items having export markets. They maintain 
close liaison with specialised agencies like Export 
Promotion Councils and have upto-date information 
and knowledge about the products having export poten-
tials. 
The Chief Controller of imports and exports helps 
in issuing licences to Small scale Industries for 
export. Another institute viz. Directorate of Export 
Promotion also collects and supplies information about 
foreign markets. They carry out market studies for 
particular products, publish Trade Directories, Broch-
uresj and Bulletins, Export Promotion Councils are of 
great service to small scale and coTtage industries. 
They organise exhibitions and shovz-rooms, maintain 
close liaison with Indian exporters and frame special 
export promotion schemes. 
State Trading Corporation has come to assist the 
exports of small scale and cottage industries in a big 
way. They register units for participation under 
Export Aid-to-3mall Industry Schemes. They also help 
these units in the preparation of sales leaflets, 
price lists etc. 
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Problem of lack of Product Development Programme 
in Small Scale Industries : 
Of all the problems discussed above, lack of 
product development programme has been considered 
to be the most im.portant one. Due to the absence of 
a product developnent programme, the quality of the 
products manufactured by the small scale units is 
inferior and the cost of production very high. P^ 
such/ the products of small scale industries fail to 
compete v/ith other similar products existing in the 
market. Kence, product development is of utmost im-
portance to all business units big or small but, the 
need of such a programme in the cas€J of small scale 
industries is still greater than others because of 
their small-size and shortage of funds. It is on 
account of this fact that they are not in a position 
to undertake at different occasions market research 
aid surveys for improving the quality of the products 
and to produce goods at low costs. Moreover, market 
research is costly and time-consuming and it requires 
the services of highly qualified and trained staff 
whicli the small scale industries cannot afford. 
Product development programme renders useful ser-
vices to small entrepreneurs in many respects. In 
production, it helps them in taking various important 
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decisions like how to atart a business, where to 
start, when to start, what to produce, how much to 
produce, what should be the quality of the product 
etc. Similarly, in marketing it studies such aspects 
as aire related to channels of distribution, methods, 
techniques of sales promotions etc. 
Thus/ for the speedy growth of small scale indus-
tries in the country/ a ccxnprehensive product devel-
opment Programme based on market research is impera-
tive. The need for product development programme in 
developing countries like India is increasingly felt 
because the small sector constitutes a largest seg-
ment of the economy. The programmes so far chalked 
out in India for the speedy development of industrial 
sector have several drawbacks. The facilities provided 
in all Estates have not been fully utilised as some 
of the Estates have been planned without proper inves-
tigation of the industrial potentialities of the area, 
and in others there are inadequate ::acilities . Further, 
in the programmes more stress is laid on large scale 
units and less on the small scale units. As a result 
of all these, the growth of small scale industries is 
affected adversely. 
1, Commerce, Dated March 26, 1966. p. 16, 
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The efforts so far made by the Govermment of India 
in this direction through the Development Commission, 
Small scale industries, have improved the conditions 
of small scale units to a significant extent. These 
industries are now producing various modem and sophis-
ticated items previously produced by large scale units 
but still thousands of small scale units (unregistered) 
are running on traditional lines using old and outdated 
machines, equipments, methods and techniques of produ-
ction and distribution. Only registered units have 
been receiving patronage from the facilitating insti-
tutions pertaining to raw-material, finance, marketing 
and production. These facilities are no doubt impor-
tant from the point of view of successful working of 
small scale units but they should not be confined to 
registered units only. 
Apart from this, it has also been observed that the 
small units also require proper guidance and assistance 
in production planning and distribution system. With 
the exception of a few, the products; of small scale 
units are not found according to the tastes, fashions, 
habits and fast changing consiomer behaviour. Further, 
their prices are high and quality ;Ls poor. The pro-
dunction is carried out exclusively on the basis of 
- 110 -
manufacturers' choice of only those goods and commo-
dities which are more profitable and the production 
of which is simple in nature. As discussed earlier, 
only a few units in our country are producing sophis-
ticated goods. They, too, take into account only 
Indian conditions, and do not pay any consideration 
to the international market situations. As a result, 
the exports of these industries have not increased as 
compared with the assistance and facilities provided 
to them. 
It goes without saying that the main cause of such 
a state of affairs is the lack of product development 
programme in this sector. The small scale units could 
compete favourably with large scale units and contribute 
to the exports of the country if they were provided with 
proper guidance and assistance for their product develop-
ment in the wake of fast changing consumer behaviour 
in the home as well foreign markets. Hence, Product 
Developaxient Programme is one of the chief problems of 
the small scale industries. 
CONCLUSION : 
It follows from the above discussion that although 
the small scale industries are receiving assistance and 
guidance from the government of India through its diff-
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erent facilitating institutions and agencies pertain-
ing tc supply of raw-material and finance, management 
and technical-know-how and marketing etc., they have 
not yet been developed on sound lines. It has been 
observed that apart from many other problems of varied 
nature, these industries are facing the major problem 
of lack of Product Development Programme due to which 
they are not in a position to compete v/ith large scale 
units producing similar articles both in the internal 
as well as in the external markets. These industries 
can grow on modem lines if product development progr-
amme is introduced in this sector. It can help the 
small manufacturers to secure a larger market share 
by improving the quality, style, design, packaging 
and functional features of their products in the 
wake of the fast changing consumer behaviour in the 
domestic as well as the foreign markets. The important 
role played by the Product Development Progranme as a 
growth stimulant for small scale units has been discu-
ssed in detail in the next chapter* 
Chapter 111 
Product Development Programme as 
a Growth Stimulant for Small Scale 
Industries 
CHAPTER III 
PRODUCT DEVELOPMENT PROGRAMME AS A GROWTH 
STIMULANT FOR SMALL SCALE INDUSTRIES 
INTRODUCTION; 
In the previous chapter, the factors affecting 
the sound developnent of small scale industries have 
been discussed. The conclusion drawn from our analy-
sis is that there are various factors such as short-
age of finance, inadequate supply of raw-material, 
lack of technical know-how, managerial skill which 
are hampering their sound growth. Although the eff-
ect of these factors cannot be under-rated, lack of 
product development programme is exerting profound 
influence on the sound development of these industr-
ies despite the fact that they are receiving much 
patronage from the Government, It is in this context 
that the present chapter has been devoted to analyse 
the role of Product Development Pj-ogramme in the 
speedy development of small scale industries in the 
country. 
PRODUCT DEVELOPMENT-DEFINED; 
Whether or not a firm is successful depends as 
much on its products as upon any other factor. If a 
firm's product line is obsolete, sales will be low. 
If the line is too narrow, seasonality may be a problem; 
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and if the line is too broad, the firm may not be 
able to produce and sell any one of its products 
efficiently. If a product has too many frills on 
it, production costs may exceed the price the con-
sumers are willing to pay; and if a product is too 
plain there may be little demand for it in spite of 
low production cost. Hence, the selection and ini-
tiation of products or services is by no means a 
simple matter. For the purpose a firm must establ-
ish policies whether it will produce high or low 
quality items or a line with both, whether it will 
strive to lead the industry to develop new designs 
or let its competitors set the pace, how price will 
be established and how they will be related to qua-
lity, who will pay delivery, service, and repair 
costs, and a myriad of other policies. The term 
LiA "Product Development" dealina with all such matters 
renders useful services to small manufacturers. In 
production it studies what to produce, how to pro-
duce, where to produce, how much and when to produce, 
for whom to produce, and what should be the quality, 
size, shape, and standard of the product and what 
techniques of production should be adopted to improve 
the quality of existing product etc,' in order to 
make the product market-oriented. Unlike production. 
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in distribution i t studies sueii considejiations as 
- " i . — - % — • — 
how to sell, where to sell, when to sell, how much 
to sell, whom to sell and what are their likes and 
dislikes, their residential conditions, their social, 
economic and religious barriers etc. and what methods 
and techniques of distribution of goods should he ad-
opted and various other important marketing functions. 
In short, product development programme actually 
deals with the introduction of a new product or a new 
brand into the market and brings it in the circle of 
actual competition or pushes it into the existing 
market. In other words, it focusses attention on 
those forces which operate in popularising a new pro-
duct or brand in the market. It may be defined as j 
a conscious and well-planned effort to improve pres-
ent product or add to the variety of products produced^  
and marketed. 
The above analysis suggests that product develop-
ment programme deals with two major aspects, the prod-
duction or manufacturing and the marketing or distri-
bution aspects of a business unit, 
ELEMENTS OF PRODUCT DEVELOPMENT PROGRAMME; 
The terra Product Development Programme can be bro^  
adly classified in the following manner : 
(a) Product Development Policy; 
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(b) Product Development Planning; 
(c) Testing Product features, performances and 
stability; 
(d) Distribution channels. 
These elements of product development programme 
are discussed below at some length : 
(a) PRODUCT DEVELOPMENT POLICY; 
Product developnent policy ser\'es as a guide in 
determining the classes of products or what specific 
items shall be manufactured or handled. Apart frcxn 
this, product development policy is also concerned 
with a variety of additional matters such as quality, 
design, improvement in packaging and branding and 
marketing of goods in different market conditions. 
Therefore, the first concern of a business unit is 
the content of its product line, Tlie term "Product" 
in this discussion means an end-product offered for 
sale by the firm and product line is used here in a 
broad sense to include all the prodvicts manufactured 
by the firm. The term product line can also be used 
in a narrower sense to refer to groups of products 
that are related either on the marketing side as 
being made from the same materials or by similar 
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processes , For this purpose business executives 
make decisions almost every day that affect the pro-
duct line in such matters as allocations of manpower, 
factory space, or sales effort. They frequently deci-
de whether to undertake a new development project, to 
introduce a new product, or to eliminate an old one. 
Mistakes in any of these are usually costly, and may 
even be ruinous. For taking better and faster decisi-
ons on problems of product line content, formal pro-
duct policies are formulated, A product policy serves 
2 
the following three main functions , 
(i) It helps to provide the information required for 
decisions on the product line. It tells lower 
management and professional staff the objective 
of top-management. Further, it provides a con-
venient framework around which this information 
can be organised, 
(ii) It gives to the executives a supplementary check 
on the usual estimates of profit and loss and, 
(iii)Finally, a product policy guides and directs the 
activities of the whole organisation towards a 
single goal, 
1. DeanjJoel, "Product Line Policy", Journal of Businessgi 
University of Chicago Press, Vol.23,October 1950, 
pp. 248-258, 
2 , Harward Business Review, Vol ,83 , Ju ly-August ,1955, 
pp ,91 -100 . 
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A sound product policy, well-prepared and well-
taught to all the professionals and supearvisory staff 
is^ therefore, an important tool for coordination and 
direction. The need for coordination is felt because 
the product policy differs from unit to unit depending 
upon its strength and unique character. Every business 
unit is unique in the sense that it has certain stren-
gth and certain weaknesses that distinguish it from 
other business organisation. In practice the differ-
ences between enterprises are never so simple and 
pronounced as to force them to have an identical pro-
duct development policy. As a result, the policies 
are found different in different business undertakings. 
But, whatever policy is adopted it must be reduced to 
written form if executives and employees are to use 
it throughout the organisation. A product policy is 
especially helpful as a supplement and check on the 
usual estimates or profitability in three types of 
product activity : (a) development of new products; 
(b) vertical integration in manufacturing; and (c) eli-
mination of old products. Therefore, an ideal product 
policy is that which makes the best use of a units* 
strong points and avoids its weak points. It is one of 
the most important responsibilities of the top manage-
ment. While formulating the policy, they should be 
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assisted by those who devote their attention to the 
job of product development and product planning. For 
this purpose it is also essential to make a careful 
study of the inventory of the available resources as 
mentioned in the table given below : 
TABLE NO. VI 
SHOWING INVENTORY OF AVAILABLE RESOURCES 
(1) Financial strength : Money available or obtainable 
for financing research and dev-
elopment, plant construction, 
inventory, receivables, work-
ing capital and operating loss-
es in the early stages of a 
commercial operation. 
(2) Raw-mate rial 
reserves 
(3) Location and 
situation 




: Ownership of, or preferential 
access to, natural resources 
such as minerals and ores, 
natural gas, forests etc. 
: Situation of plant or other 
physical facilities with rela-
tion to markets, raw-materials 
or utilities. 
: Manufacturing plant, research 
and testing facilities, ware-
houses, branch offices, trucks, 
tankers etc, 
; Unique or uncommon knowledge of 
manufacturing, distribution, 
scientific fields, or manageri-
al techniques. 
: Payroll of skilled labour, sales-
men, engineers, or other workers 




INVENTORY OF AVAILABLE RESOURCES 
(7) Patents t Ownership or control of a technical 
monopoly through patents, 
(8) Public i Brand preference, market contracts, 
acceptance ^^'^ other public support built up 
by successful performance in the 
past, 
(9) Management : Professional skill, experience, 
ambition, and will for growth of 
the organisation's leadership , 
Source : Kaushal, P. Om : Product Management, 1969 
p.15, 
From the above table it is clear that inventories 
are as essential to the smooth operation of a factory 
as are plant and equipment or transport facilities.An 
efficient inventory indicates good forecasting, pro-
duction planning and scheduling, manufacturing and good 
purchasing - all of which lead to lower costs. Inven-
tories also make it possible for industry to stablise 
employment and increase the utilisation of skilled 
workers. Inventory control on the other hand is a pla-
nned method of determining khat to indent, when to 
indent, how much to indent and how much to stock so 
that purchasing , storing and inventory carrying costs 
are the lowest possible without affecting production 
and sales. They comprise raw-materials, general stores 
(or supplies), machinery, spare parts, components. 
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purchased or manufactured for stock, work-in-progress 
and finished goods. 
Thust the principles of inventory control deter-
mine when to buy or replemish, how much to buy and 
how much to stock so that the flow of materials to 
the using departments is kept uniform and regular at 
the least overall cost. 
(b) PRODUCT DEVELOPMENT PLANNING; 
During the period of prosperity when industrial 
goods are in demand, a manufacturer tends to neglect 
thinking of the future . When he receives more orders 
then he concentrates towords the problems of produc-
tion/ but when the cycle reverses and he awakens to 
the fact that orders are no longer running his industry 
to capacity, he turns his attention to the cultivation 
of old customers and the development of new ones. By 
that time, however, he may be too late. The efficient 
manufacturers do not wait for a period of recession 
or depression before taking corrective action. Through 
a combination of marketing research and product planning 
he is in touch with the market, and he has planned his 
product line so as to meet the requirements of his 
1, The study is based on personal interviews with the 
small producers. 
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customers and thereby maintains higher level of manu-
facturing activity. Product planning is, therefore, 
essential for the long-jrun success of the business and 
must be carried out regardless of whether a buyer's 
market exists or a seller's market exists. In short, 
product development planning is mainly concerned with 
the making of major decisions, such as what and how 
much is to be produced, how, when and where it is to 
be produced, to whom it is to be allocated, by the 
conscious decision of a determinate authority, on the 
basis of comprehensive survey of the production system 
as a whole. It embraces all activities which enable 
producers to determine what should constitute a firm's 
line of products. Ideally, product planning should 
ensure that the full complement of a firm's products 
are locally related, individually justifiable and 
designed to strengthen its competitive and profit 
position. It requires an estimate of the industry's 
market potential, sales potential, cost requirements, 
and the profit possibilities of product to determine 
whether product development is feasible. Product 
Development being a more lirriited term encompasses the 
technical activities of product research, engineering, 
and desicfn. It includes such activities as decision-
making and programming in the following areas: 
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(a) Which products should the firm make and which 
should it buy ? 
(b) Should the firm expand or simplify its product 
line? 
(c) What new uses are there for each item? 
(d) Is the quality right for the intended use and 
the market? 
(e) VJhat brand, package, and label should be used for 
each product? 
(f) How should the product be styled and designed, and 
in what sizes, colours, and materials should it 
be prc>duced? 
(g) In what quantities should each item, be produced 
and what inventory controls should be established? 
(h) How should the product be priced? 
(i) Selection of channels of distribution; and 
(j) Advertising media to be adopted. 
Thus, broadly speaking, "product Development Planning" 
includes the following functions ; 
Determination of variety of products to be produced: 
Determination of variety of products before under-
taking the actual process of production is an im.portant 
factor for the success of an enterprise. It is, therefore, 
necessary for a manufacturer to decide first of all 
whether he should produce to satisfy the demands for all 
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variety of products existing in the market or he 
should attempt to meet demands of a limited variety 
of products only or he should specialise in a parti-
cular type of product. The answer to this question 
will determine the variety of sizes, of colours and 
of patterns to be followed. Generally, all products 
are classified into tv;o groups —Consumer goods and 
Producer goods aiso knovm as Industrial goods. Con-
sumer goods include all products which are "destined 
for use by ultimate consumer or households and in 
such forms as can be used without (further) commer-
cial processing. Industrial products on the other 
hand are those which are destined to be sold primari-
ly for use in producing other goods or rendering ser-
vices as contrast with goods destined to be sold pri-
marily to the ultimate consumer" • One more group of 
product is the combination of the above two. In other 
words, a j^ roduct which is purchased for non-business 
use as well as for business use for example Type 
writers. 
1, Marketing Definitions : A Glossary of Marketing 
Terms, American Marketing Association, Chicago, 
1960, pp, 11, 14, 
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Decision regarding cpaality of product; 
The next important aspect of product planning and 
development is whether to offer more than one quality 
of products. Quite a large number of manufacturers 
prefer to restrict their offer to a single quality. 
This quality has three aspects namely high quality 
for high income giroups, average quality or market qua-
lity designed to sell at a standard market pri<fie and 
less than average quality meant for sale at a price 
below the general market level with a view to covering 
the low income group. The choice of one or the other 
of the three qualities mentioned above depend upon, 
among other factors, market conditions and the object-
ives and available resources of the particular manuf-
acturer. Decision about quality of the product to be 
produced and marketed is,therefore, essential as it 
minimises the chances of failure of a business. 
Diversification 0(fi Product Line: 
Product line composition is a major facet of modem 
competition, and a firm's achievements in new and improved 
products are an important test of its social contribution, 
A broad group of products, intended for essentially simi-
lar uses and processing reasonably similar physical char-
acteristics, constitutes a product line. In recent time. 
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producers tend to favour the practice of diversifica-
tion of their product line which refers to the prac-
tice followed by a producer to add new product to the 
line of products presently handled by him. For instance, 
a producer of Radio sets adds Television asets to his 
product line. 
Simplification of Produce Line; 
Not with-standing the above mentioned tendency 
towords diversification producers follow the practice 
of simplification of product line as well. Simplifica-
tion of product line as well. Simplification of pro-
duct line is just opposite to diversification. It refers 
to the practice of limiting the nxomber of products the 
producer is dealing with. In other words, such a pract-
ice followed by a producer leads to specialisation in a 
certain type of products. 
Identification; 
Identification of product is done by a manufacturer 
through brands or trade marks. The word brand is a com-
prehensive term which includes, brand names, designs,and 
symbol. A brand is defined as "name" term, symbol or 
design or a combination of them which is intended to 
identify the goods of one seller or group of sellers 
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1 
and to differentiate them from those of competitors" • 
Selecting a good brand name is one of the most diffi-
cult tasks facing marketing management of today. In 
spite of an acknowledged importance of a brand name, 
it is surprising how few really good brand names are 
there. In a study made several years before, it was 
found that only 12 per cent of the names helped in 
selling the product; 36 per cent actually hurt sales, 
and 52 per cent were "non-entities" - contributing 
2 
nothing to the sales appeal of the product , There 
is no denying the fact that a good brand should poss-
ess as many of the characteristics noted below as 
possible : 
A good brand should suggest something about a 
product's benefits - its use, characteristics, quality, 
and action. It should be sufficiently versatile to be 
applicable to new products which may be added to the 
product line and should be capable of being registered 
and protected legally under the existing Act and other 
Statutory or Common law. A trade mark is a part of 
1. Marketing Definitions: A Glossary of marketing 
Terms, American Marketing Association, Chicago, 
1960, p.8. 
2. Brand Name Bugaboos, Business Week, May 14, 1949, 
p.67; Knapp, J.Gordon :"vmat is wrong (and right) 
with Today's Trade Marks"? Industrial marketing, 
July, 1963, p. 101 and "Name of the Game", The 
Name, News Week, October 25, 1965, p. 89. 
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the brand which takes the form of a symbol, design 
or distinctive colouring or lettering. The main 
objectives of identification are as follows : 
(1) To give recognition to the product, 
(2) To create preference for the products in the 
minds of the purchasers, 
(3) To fix such an image about the product in the 
minds of the purchasers that a belief is created 
that no other product can be substituted for a 
particular product in meeting their requirements. 
Grading; 
Grading means the act of separating or sorting 
out the goods according to the established standards 
based on weight, size, strength, ripeness, soundness, 
taste, chemical contents, colour appearance and other 
characteristics of the product. Grading involves ins-
pection to ascertain the qualities of the product. It 
facilitates the sales, and the buyer's task is also 
considerably reduced as the element of risk present 
in purchasing is very much lessened. Other marketing 
functions such as transportation and storage, are 
rendered easier and cheaper. This is reflected in the 
invariable improvement in prices. The increased prices 
would generally (according to experience elsewhere) 
more than compensate the sellers for the extra expen-
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diture incurred. As compared with the cost of its 
performance, probably, no other marketing function 
enhances the value of commodities. On the whole, gra-
ding according to definite standards decreases the 
total marketing costs, and means higher prices to the 
producers and often lower prices to the consumers. 
Moreover, with the growth of industrialisation and 
competition, the machinery is becoming more and more 
specialised and sensitive, necessitating the adop-
tion of very regular and uniform grades for the 
supplies of primary products. 
Packaging and packing : 
Packaging can be used effectively to help intro-
duce a new product or to help increase or maintain the 
market for existing product , Packing means wrapping 
and containing of goods before they are transported 
or stored. Many goods are packed in order to preserve 
or to deliver to the buyers. Liqnaids are placed in 
barrels, bottles, or canes, bulky goods such as cotton 
and jute are compressed into bales. Other goods are 
1, Orth, Penelope : "Can the Package work harder still"? 
Printers Ink, May 29, 1964, p,182 (a special issue 
de'^ oted to new product marketing). 
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placed in boxes or bags for delivering to the dealers. 
Packing caminotes a general group of activities which 
involve designing and producing the container or wra-
pper for a product. It is useful in the sense that it 
protests the goods from breakage and other losses and 
works as a powerful tool of selling the products. 
(c) TESTING PRODUCT FEATURBS, PERFORMANCES At^ 
STABILITY : 
Testing product feature/ performances and stabi-
lity have also been considered an iniportant function 
of product development programme as it saves the pro-
duct frcm failure. The testing of product features, 
performance and stability from the stand-point of 
external appearance as well as internal construction 
has been a factor of major influence in modern product 
developnent. It ensures that the article will meet the 
consumers need and is of good quality and standard. 
Obviously/ without testing no guarantee about the per-
formance and stability of the product can be given to 
the buyers. As a result, the goods for which no guar-
antee is given from the side of the producers are neg-
lected in the market by the consumers. For instance, 
the Bata Shoes Company dominates in the market over 
others because of the reason that the company gives a 
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guarantee of its product. Hence, testing product 
features, performances and stability are also essen-
tial from the point of view of successful and profit-
able working of an enterprise. 
(a) DISTRIBUTION CHANNELS; 
To produce goods according to the tastes, fashions 
habits and consumers'behaviour, cheaper and of good qua-
lity, is no doubt important for business success. But, 
it is not likely to succeed unless it is backed by an 
aggressive marketing programme. In other words, without 
selecting proper channels of distribution or making 
improvements in the distribution system, no business 
unit can nin efficiently and advantageoasly. The exist-
ing system of distribution of goods in small scale indus-
trial sector is unorganised because of variety of reas-
ons as discussed earlier. Apart from this, the small 
manufacturers take undue advantage from sellers market 
and feel that whatever is produced will be ultimately 
consumed and, therefore, they do not lay the much need-
ed stress on marketing techniques. Further, they also 
believe that if goods are produced in bulk, the countrys* 
problem will be solved without considering the elasti-
city of demand and other market situations. Both these 
notions seem to stem from one firm belief that goods 
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should be produced first without market research and 
proper study of consumer behaviour and then the mar-
keting men will take them to the ultimate consumers. 
Many f iritis think of themselves as producing a product 
for sale to distributors. This means that the market-
ing function is delegated to an outsider and that the 
firm becomes dependent upon the integrity and effici-
ency of the distributing firms. But the distributors 
who operate in the emerging economies are more spe-
culators than marketing institutions. This policy of 
delegation often results in disaster. In essence, a 
producer is not supposed to complete his job until he 
makes available to the consumers the right product 
at the right price, at the right time and at the right 
place. 
Similarly, the manufacturers who are having their 
own sales force are also apt to assume that a sales 
force can always handle just one more product, regard-
less of its market, or a product will sell itself or 
take no effort. As a result, one of the commonest 
problems in business today is that of the single sales 
force trying to cover too many markets. For instance, 
when a single sales force covers two markets, such as 
consiimer market and the industrial market, better res-
ults can be obtained by segregating the sales force 
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into two groups, one for each type of market. It app-
ears that ordinarily in the present policy a salesman 
cannot be continuously shifting back and forth between 
different types of buyers without having his effective-
ness materially impaired. The buying habits and motives 
of the two types of purchasers are so different as to 
involve different mental shifts by the salesman , Under 
these conditions it would be advantageous for the manu-
facturers to build entirely new distribution channels 
for the product. 
By the terra "Channels of Distribution" here, we 
mean a fixed and clearly marked route for the physical 
movement of goods from producers to ultimate consumers , 
Before selecting a particular means of distribution of 
goods a distributor should take into account the"nature 
of goods" as the goods themselves play an important role 
in determining the methods of distribution and the 
purpose for which they have been manufactured and to 
which "specific market" they will appeal more. These 
points are not only important for selecting a particu-
lar way of distribution of goods but are also necessary 
from the point of view of effective selling. 
1, Malvin, T.Copeland. The Executive at work (Cambridge, 
Harvard University Press, 1951) p.85, 
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For the purpose of successful marketing of goods, 
one of the primary decisions which a small manufacturer 
has to take is the selection of channels of distribution 
e.g. whether he will opt direct or indirect distribution 
as a commodity can be sold to the ultimate consumer both 
directly through the manufacturer's own sales organisa-
tions and indirectly through an independently owned dis-
tributor. 
Hence, product planning and developxnent strategy 
requires intensive investigation for taking proper deci-
sions. In other words, an ideal product development pla-
nning can be advanced only on the basis of facts and 
figures. The research programme needed for the purpose 
may be classified as pure or applied, the distinguish-
ing feature being the motive underlying the study. The 
delineation is not sufficiently distinct that a parti-
cular piece of work can be classified definitely in one 
category or another. In fact, any project may have the 
characteristics of more than one of the above types. It 
is often the case that research which is pure in nature 
at its inception is carried into the applied area. The 
transition is usually gradual and the dividing line 
obscure. 
Pure Research : Pure research is investigation in 
the quest of knowledge for the sake of the knowledge 
itself. It is not concerned with practical problems of 
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a ccaranercial nature but with such fundamental concepts 
as the behaviour patteims of human beings. Whether or 
not pure research eventually will benefit a business 
urjit is not predictable/ though the justification for 
it lies in the long-run developnents which it may pro-
duce. Because of its unpredictable outcome, much of 
this type of work is conducted by government agencies, 
educational institutions, and the very large corporations, 
Applied Research: Applied research involves the 
study of some particular problem, the solution of which 
will provide recognised benefits to an organisation,In 
applied research one studies such problems as why a par-
ticular part often fails when the product is put into 
normal use, why output is low at a certain work centre, 
how a new material can be utilised to advantage, why 
employee tuimover is high, or why sales are below the 
quota for a given district. Every firm must conduct 
applied research, for every organisation has operational 
problems of these types. 
INCENTIVES OF PRODUCT DEVELOPMENT; 
The following are the most important incentives of 
the product development : 
PRODUCTION; in the case of production the incentive 
is often the desire to utilise exessive capacity made 
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available by seasonal or cyclical factors or by any-
thing else that contributes to less-than-capacity use 
of production facilities. It may come also fran the 
wish to make profitable use of waste products or from 
an awareness of the high manufacturing cost of the old 
product. On some occasions it may be wholly accidental, 
i.e. a research team or a laboratory staff might be 
exploring one problem and light upon something quite 
different which leads itself to practical development. 
MARKETING: The marketing considerations fall into 
various areas such as the product needs of the consumer, 
price consideration, distribution channels, advertising, 
personal selling and purchasing with respect of consumers' 
needs. The incentives for developing some new product Js 
prompted by many factors. These include complaints, 
sales returns, all allovjances, and the need to eliminate 
unproductive service calls, 
THE MARKET ; Here the competitive action of rival 
units or some new or improved product generates the 
incentives for product development. Thus the practice 
of the trade often requires the introduction of new 
models periodically and both new market and new needs 
lead to opportunities for new products. 
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METHODS OF PRODUCT DEVELOPMENT; 
For the purpose of pix>duct developnent generally 
the following two methods are adopted by the manufac-
turers; (a) through production process; and (b) through 
marketing process. While developing a product through 
production process, the follov.'ing points should be 
taken into consideration by the management of small 
scale industries ; 
(1) The quality of the product should be high standard, 
(2) External appearance of the size, shape, colour, 
finish, texture, dimension and other physical 
features that appeal to the consumer's sense of 
beauty, utility or distinction etc. should be 
considered. 
(3) Standard size should be maintained, 
(4) The choice of parts, materials and their arrange-
ment in relation to each other should be so design-
ed as to give the user greater convenience, more 
economical operation and longer life. 
(5) Use or application of the product should be consi-
dered in designing its external appearance as well 
as its internal construction features in order to 
provide greater utilities and usefulness to the 
users or consxjimers. 
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Similarly, while developing a p3X)duct throu^ 
marketing process, the following six points should be 
taken into consideration by the small manufacturers: 
(1) The position in which the product is to be offered 
in the market e.g. whether it is a new product or 
new brand. 
(2) Market analysis which includes competitive analysis, 
sales policies, distribution methods etc, 
(3) Consumer analysis e.g. who are the potential buyers, 
what are their choices, habits, customs, systems, 
their social, geographical and etconoraic barriers 
etc. 
(4) Product identification through brand or trade mark. 
(5) Availability of financial resources. 
(6) Advertising. 
CAUSES OF NEW PRODUCT FAILURE ; 
New products are basic to an industry for its growth 
and survival. The evolution of new products is not an 
abstract mystery. The original idea for a new product 
may occur to an engineer at the laboratory bench, a copy 
writer in the advertising department, or a salesman in 
the field. In other words, it is practical business fun-
ction that can best be desrT--}K^ ^ -. ^ ^ 
described as a management process. 
About new products it has been experienced even among the 
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most effectively organised ccxnpanies in the United 
States that for about every three products emerging 
from research and development departments as technical 
success, there is an average of only one commercial 
success . The principal factor that caused failure 
is defective production and the other is marketing 
short-comings. Of them nearly two-third of the causes 
of failure are marketing ehort-comings, while all other 
functions of business combined (production,finance, 
purchasing etc.) accounted for only one-third. Hence, 
the failure is not merely accounted for the price 
of new product though it is an important- part of leam-
2 ing process that ultimately leads to success . The 
causes of failure of new product are largely defective 
planning and development strategy as mentioned below: 
\ (^ ) Product defect ; It includes lack of durability, 
poor design and inadequate quality 
control, 
'y ip) Higher costs than anticipated: This sometimes results 
in smaller sales voliime than anti-
cipated, 
1, Kaushal, P.Om : Product Management, 1969, p,138, 
2, "Why New Products Fail" Conference Board Record, 
October, 1964, pp. 11-18. 
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(3) Lack of Marketing Knowledge: It includes inaccurate 
quantitative measurements of the 
market, inability to determine 
buying motives and habits, mis-
judgement of what products the 
market wanted, and failure to 
provide a sufficiently new and 
different product . 
(4) Inadequate Marketing Efforts: Failure to comit the 
resources needed for intensive 
marketing effort hurt some firms, 
(5) Inadequate Sales Force: Salesmen being insufficien-
tly trained or motivated to do 
the necessary job, 
(6) Weaknesses in Distribution: Some firms fail to sele-
ct proper trade channels or do 
a poor job in promoting the product 
through the wholesalers and retai-
lers, 
(7) Competition : Price reduction technique adopted by 
the competitors underent the mar-
ket entry of some new products. 
(8) Poor Timing : Some products become technically obso-
lete between the conception of the 
idea and the coraniercialisation 
of the product. 
1, Jayee Walter : "Why so few really New Products"? 
Printer Ink, February 1, 1963, p.25, 
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It is clear from the above analysis that gener-
ally new products fail in the market because the 
programme for the development of new products is not 
undertaken properly. There is no denying the fact that 
if a manufacturer creates a product which is new and 
response to the consumers' wants and needs, there may 
be a demand for it with good prospects of profitable 
sales provided it is based on sound marketing system. 
Hence, the system of new product development in the 
small scale industries should be somewhat on the 
lines suggested below : 
PROCEDURE OF NEW PRODUCT DEVELOPMENT; 
Every product generally has two dimensions: Tech-
nology —the fund of knowledge, technical and otherwise-
enabling the product to be economically produced, and 
markets — to whom and how the product is to be sold— 
enabling profitable distribution. These two character-
istics are inseparable . An invention is not a new 
product until it is produced and distributed in a form 
that people can and will buy. There are varying degrees 
of product newness in each of the two dimensions. In the 
technological dimension, the requirements may vary from 
6 
1, Kaushal, P. Qm : Product Management, (Ed.) 1969, 
P. 145. 
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no new technical knowledge, machinery or plant, to an 
entirely new spectrum of technical and production know-
ledge. Similarly, the marketing requirements also vary 
from no change in customers, selling, or channels of 
distribution to a need for developing new customers, 
new sales force, and new distribution channels. Apart 
from these two major dimensions of new products, the 
third one is product evolution or the time it takes 
to bring a product into existence. 
The new product developmental activities are comp-
lex and often sizable activity embracing the whole 
industry. To manage such a complex activity, it is nec-
essary to break it into functions and steges that can 
be easily managed. The rtew product process can be bro-
ken down into six manageable stages for planning and 
control in the following manner : 
(1) Exploration: The research for product ideas to meet 
industry objectives. 
(2) Screening : A quick analysis to determine which 
ideas are pertinent and should be 
given careful investioation. 
1. Pessemier A.Edgar, "New Product Ventures", Business 
Horizons, August, 1968, pp.7 - 10. 
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(3) Specifications: The expansion of the idea through 
creative analysis into a concrete 
. business recommendation including 
product ' s features and i t s prograirme. 
(4) Development 
(5) Testing 
Transforming the idea on paper into 
a product-in-hand/ demonstrable and 
producible. 
The commercial experiments necessary 
to verify earlier business judgements. 
(6) Commercialisation: Launching the product in full -
scale production and sale and commi-
tting the industry's reputation and 
resources to the market. 
These above mentioned stages can also be illustrated 
in the following chart : 
CHART - I 
SH0V7ING THE STAGES OF NEW PRODUCT EVOLUTION 
Nindus t ry \ . 










"d C ksmrne r c i a l i s a t i o n 
>> P r o d u c t ^ \ 
\ s u c c e s s 
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These stages are called by different names in 
different industries, and they may be combined or 
svibdivided. However/ these stages are most common 
and follo;ved in one form or the other by the firms 
for any kind of product. 
In examining the management process of new product 
evolution^ emphasis should be laid on the first three 
stages as they represent ideas or concept. It has 
also been experienced that most products fail because 
the idea or its timing was wrong and not because the 
enterprise lacked the knowledge to develop and comm-
ercialise the product. The following points emphasi-
se the importance of the earlier stages of product 
evolution: 
1, In the commercialisation stage, failures occur 
rarely in well-managed and adequately financed business 
units because successful units know pretty well how to 
produce and sell. Such units feel that their failure can 
usually be traced to an earlier stage and it may reflect 
weakness in the product concept itself, 
2, Failures that occur in the testing stage, alth-
ough not as expensive as commercialisation failures, are 
significant in the manpower and money losses incurred. 
Too many products fail in testing for non-technical 
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reasons. Many of these problems could have been anti-
cipated before development if the product concept had 
been evaluated fully at the earlier stages of evolu-
tion. 
3, As for the development stage, experienced 
business units in research and development suggest: 
"our men can develop anything, show me enough sales 
and enough profit, and we'll spend the necessary time 
and money to develop it" , Most development work, 
after all, should and does take place within tech-
nology largely understood at the outset of the proiect. 
Thus, well organised undertakings by concentrat-
ing on these stages determine what should be developed. 
In the small scale industry, the whole task of new 
product developnent may be delegated to one me.i who 
uncoTziers and screens ideas, prepares specifications, 
co-ordinates development, contracts for test market 
compaigns, and makes recommendations to the management 
of the enterprise. 
PROCEDURE OF OLD PRODUCT DEVELOPMENT: 
Prom the study of unsatisfactory products or old 
products it is revealed that generally the small manu-
1. Kaushal, P. Cm. "Product Management", (Ed.) 1969,p.153, 
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facturers instead of making improvements in the exist-
ing products prefer to drop all such items to prevent 
their losses. The problem of determining what products 
should be dropped is, in general, the converse of the 
problem of selecting products for additions. Further, 
when a product's profit or sales behaviour is absolu-
tely or relatively unsatisfactory, there are three 
choices : 
(a) improve the present operation and keep the product, 
(b) keep on making it but sell it in bulk for others 
to market; 
(c) keep on selling it but buy it from others who can 
produce it more economically. 
Basically this approach to eliminate obsolete items 
is not only defective but it may also lead to serious 
consequences as introduction of a new product is not 
an easy task. Under the circumstances, it would be 
better to adopt an alternative approach in place of 
elimination of unsatisfactory products. In the case 
of existing pi'oduct the developmental strategy should 
be based on "improving and revitalising an established 
product which may be more profitable and less risky 
than developing and introducing a new one"*'-. For 
1. Freas Ralph, "Take a fresh look at your old products". 
Sales Management, January 1, 1965, pp. 21-23. 
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indus t r i a l goods, more s t r e s s should be l a id on rede-
signing as good product design adds value and for 
consumer goods, emphasis should be given on packaging 
and on the use of new ma te r i a l s . For instance, in 
place of metal buckets, the manufacturers have subs t -
i t u t ed p l a s t i c ma te r i a l s . But, while doing so, care 
should be given on value ana lys is , t h a t i s , the funct-
ional value of the product should remain the same . 
Another major prodxict s t ra tegy used by several manu-
facturers i s t o search for new uses for t h e i r products. 
Further, a product ' s pos i t ion in i t s l i f e -cyc le 
should also be made a bas i s for planning the s t ra tegy 
of prof i tab le product exp lo i t a t ion . The small manufact-
urers generally pay more a t ten t ion to day-to-day compe-
t i t i v e s i t ua t ions and other wide problems, ra ther 
than to the opportuni t ies ( r e su l t ing from trends inher-
ent in i t s l i f e - cyc l e ) so as to shape advantageously a 
product ' s des t iny . The term product l i f e - cyc l e has been 
defined as the "Duration of time between the development 
of a product and i t s eventual withdrawal from the market: 
incorporating periods of growing, maximum and decl ining 
deaand" . 
However, the l i f e -cyc le of a product has many points 
of s imi l a r i t y with the hiaman l i f e - cyc l e : the product i s 
1. NCAER : New ProspectIves in Marketing, 1972, p.187, 
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bom, grows lustily, attains a dynamic maturity, then 
enters its declining phase. Like human beings a product 
that has not built up its potential during the formative 
years is likely to be relatively unsuccessful in its 
maturity. And just as each of us must manage our finan-
cial resources during maturity to take advantage of opp-
ortunities or protect ourselves against adversity, simi-
larly an executive who controls the destiny of a product 
must optimise the use of capital and human resources in 
the latter stages of the product life-cycle. The con-
cept of product life-cycle has three key elements : 
(a) products move through the cycle of introduction, 
growth, maturity and decline at varying speeds; (b) unit 
profits increase sharply in the growth phase and start 
to decline because of competitive pressure during the 
maturity phase, while volume continues to rise; and 
(c) the functional emphasis required for successful 
product exploitation-engineering and research, manufa-
cturing, marketing, and financial control-changes from 
phase to phase in the cycle as shifts occur in the 
economies of probability. At the risk of over-simplify-
ing the life-cycle concept, the chart II given below 
represents a view of the profit margin and sales volume 
relationships occuring in each phase of the cycle. 
1, Management Review, American Management Association, 
Inc. New York, Vol.48, June 1959, p,9-14. 
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It appears from the above chart that the losses 
of the early introductory phase give way to soaring 
unit profit margin during the growth phase. Profits 
turn down while volume continues to expand in maturity, 
and both slump during the decline or obsolescence phase. 
These profit-volume shifts, in turn, lead to changes in 
the relative importance of the various functions within 
the unit from sta^e-to-stage as discussed below : 
THE INTRODUCTORY PHASE: 
The critical ingredient here is research and design 
in product development. Normally, losses are heavy in 
this period, for volume is too small to yield a profit 
in the face of high prom.oticnal costs. High initial 
pricing or rapid market penetration can benefit the 
firm in this phase, 
THE GROVgK PHASE : 
The product having survived the introductory phase, 
the problem becomes one of getting a workable version on 
the m-arket in sufficient volume to secure a brand name 
(franchise). This is of unusual importance for a consu-
mer product, which must build acceptance at the distri-
bution, retail, and consumer levels. Thus manufacturing 
becomes the key function. " Many products have died in 
the growth phase because Engineering and Research tin -
kered with product design so long that competitors pre-
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emptied the market by the time production got under 
way" , Of course, there is evidence that/ under 
monopolistic market conditions/ voliaine is more im.por-
tant than product quality at this stage. 
This phase is considered as a period of high and 
sharply rising profits for manufacturer, distributor 
and retailer. At some point in the growth phase, m.ar-
keting decisions are of greater imiportance for the fut-
ure. For instance, while marketing the product through 
a specific distribution channel at the maturity phase, 
THE MATURITY PHASE : 
As volume rises and the market becomes increasingly 
saturated, marketing steps to the centre of the stage. 
Generally, at this point all competitive products are 
reliable and there is less and less to choose between 
them. Improvements in the product tend to be small, with 
selling features or style changes dominant, Kence, pro-
fit margins begin to slip during this phase, despite the 
rising volume. This tendency underlines the movements 
among manufacturers to "get closer to the consumer" by 
establishing branches or retail outlets. Such a step is 
designed to protect the firm's profit by accepting a 
break-even, or less if necessary at the branch or retail 
level to move the product in quantity. In fact, there 
1. Kaushal, P. Cm."Product Management", 1969, p.36. 
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is no phase like maturity phase in the life of the 
product because of increasing population which in turn 
will lead to increased consumer demand. However, creat-
ing sellings can develop whole new markets for the pro-
duct in this phase, despite the apparent saturation of 
the market. For instance. Cigarette manvifacturers open 
the female market when the sales to male sm.okers appro-
ach saturation, 
THE DECLINE PHASE; 
As a product becomes increasingly mature, the pre-
ssure to reduce costs in each step of the Engineering 
manufacturing and ddistribution process mounts. This 
results from growing price competition, as the differen-
ce between competitive products is reduced to the vani-
shing point and increasingly sophisticated consumers 
evalviate price and quality more effectively in their 
buying. The advantages of the "old products" versus the 
attractiveness of the "new products" coming on the market 
also play an important part in the consvimer's assessment 
of product value at this point. 
The need for controlling costs and marketing func-
tions which nonrially start while volume is still rising, 
becomes a matter of survival as the product moves into 
the declining phase. 
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A product's life can be extended in maturity and 
saturation stages by revitalising it through new pack-
aging, repricing or product modifications. The differ-
ent stEategies to expand sales are : 
(1) increase frequency of the product's use; 
(2) develop more varied use of the product; 
(3) attract new users; and 
(4) find new uses for the product. 
When sales are declining, the following adevices 
should be taken into consideration: 
(1) improve the product in a functional sense or 
revitalise it in such a manner that may attract 
the attention of the potential buyers. 
(2) review the marketing and production programmes 
to make sure that they are as efficient as 
possible. 
(3) streamline the product assortment by pruning 
out unprofitable sizes, style, colours, and 
models. Frequently, such tactics will decrease 
sales but increase profits. 
(4) "run out" the product; that is, cut all costs 
to the bare minimum level that will optimise 
profitability over the limited remaining life 
of the product , 
1. Walter, J.Talley,Jr., Profiting from the "Declining 
Product", Business Horizons, Spring, 1964,pp.77-84. 
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(5) abandon the product. 
Knowina v;hen and how to abandon products successfully 
may be as important as knowing when and how to introduce 
new ones. Certainly mane cement should develop a systematic 
p r o c e d u r e f o r i d e n t i f y i n g a n d t h e n p h a s i n g c u t i t s v/eak 
p r o d u c t s , 
T h u s , t h e m.anagement o f s m a l l s c a l e u n i t s b y c o n c e n -
t r a t i n g on t h e p o i n t s d i s c u s s e d a b o v e c a n i m p r o v e a n d 
r e v i t a l i s e t h e i r u n s a t i s f a c t o r y ^ p r o d u c t s o r olcl p r o d u c t s 
i n s t e a d o f i n t r o d u c i n g a nev7 p r o d u c t o r a d o p t i n a t h e 
a p p r o a c h o f e l i m i n a t i o n o f o b s o l e t e i t e m s . 
GROWTH AMD DECAY TRHIJDS OF DEVELOPED PRODUCTS: 
As d i s c u s s e d e a r l i e r , t h e p r o d u c t d e v e l o p m e n t a l e i : f -
o r t s a r e d e v o t e d e i c h e r t o d e v e l o p i n g nev/ p r o d u c t s o r t o 
m o d i f y i n g e x i s t i n g p r o d u c t s f o r u s e i n a lmios t e v e r y i n d u s -
t r i a l u n i t . ' I i a t e v e r e f f o r t s a r e m a d e , t h e r . iro '^i icts a f t e r 
c o m L p l e t i n g t h e i r l i f e - c y c l e u l t i m . i i t e l y d e c a y . The f a i l u r e 
r a t e o f f o u r o u t o f f i v e d e v e l o p e d p r o d u c t s i n d i c a t e s 
t h a t n e a r l y 80 p e r c e n t o f t h e d e v e l o p e d p r o d u c t s a r e 
w i t h d r a w n ^ / i t h i n fUrft y e a r s , l e a v i n g 20 p e r c e n t a s s a l e a -
b l e p r o d u c t s ' ^ , o u t o f t h i s 20 p e r c e n t , n e a r l y 1 0 p e r c e n t 
f a l l i n t h e c a t e g o r v ' o f s r a n d a r d p r o d u c t s a n d t l : e r e s t 
1 0 p e r c e n t a s s n l o a b l e p r o d u c t s . I t i t i s a c c e p t c t h a t 
t h e r e i s a r e c u l a r r a t e o f d e c a v o f d e v e l o r e c - o r o d u c t s i t 
1 . A l e x a n d e r , R .S . "The Death and R u r i a l of S ick P r o d u c t s " 
J o u r n a l of ^ : a rke t inG, A p r i l 1954, p p . l - 7 . C f . Eerenson 
Conrad, "PninirK- t h e p r o d u c t l i n e " , D u s i n e s " Mor i sons , 
1963 , p p . 6 6 - 7 0 and K o t l e r P h i l i p , " P h a s i n g c u t v^eak 
p r o d u c t s " , riarward Eusines^. Review, I-iarch-Pvpril 1965, 
p p . 1 0 7 - 1 1 8 ^ 
2 . The above s t u d y i s b a s e d on d i s c u s s i o n viith t h e manaaemient 
of Sm.all S c a l e u n i t ^ s . 
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i s ascertained tha t the percentace of developer products 
remaining saleable can be c l a s s i f i ed into tv;o croups -
Standard Products and SaleaJole Products. Standard P-'^ o-
ducts are those tha t reached a suf f ic ien t voliirae of 
sa les to perr;iit e f f i c ien t manufacture at miniirriin cofet 
per u n i t . Saleable procucts/ on the other hand, are 
those tha t continue to be iriade and sold rec'ularly but ir-
small quan t i t i e s , lers than the standard products . 
The success of develcped products in terras of volu-
me of sale hicthlichts the orov.'th and decay period. The 
point eraphasised. here i s thai i t is the time factor Vvd-.ich 
determines the orov.'th and decay Deriod of the developed 
products . As discussed above, the decay period v;hich 
start-s a f te r five years h ighl ights the importance of 
products replacerient or modification. If t h i s period 
of five ye^irs is accepted as standard period then e l l 
products of th i s age v/hich have becom.e standard urcducts 
should be carefinlly exarainejd v;ith the object of str ir t ing 
fuarther work on them, irnmiediately ra ther than waiting 
u n t i l f a l l ing sa les s igna l . At the sar-'.e t im.e those deve-
loped products which are being sold, but in sma.ller quan-
t i t i e s than standard products, should also be examined 
on the basis that if they have not recorcled a good sales 
volum.e by then they are unl ikely to do so at aj.l, and 
tha t t h e i r el imination wi l l aid product . ra t ional i sa t ion . 
The above cirovrth and decay trends of developed pro-
ducts can be fur ther corroborated from, the followina chart 
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From the above chart it is clear that nearly 
80 per cent of the developed products are withdrawn 
within five years, leaving 20 per cent as saleable 
products. And, out of 20 per cent saleable products 
nearly 10 per cent fell in the category of standard 
products and the rest 10 per cent as saleable products, 
PRODUCT DIFFERENTIATION AINID MARKET SEa4ENTATlON 
AS AN ALTERNATIVE MARKETING STRATEGY; 
A major alternative marketing strategy that is 
available to planners and merchandisers of product 
under the condition of imperfect competition is product 
differentiation and market segmentation. The two market 
strategies are employed by those manufacturers who be-
lieve in non-price competition. In its simplest term, 
product differentiation is concerned with the bedding 
of demand to the will of supply. It is an attempt to 
develop and promote an awareness of differences between 
the advertiser's product and the product of competitors, 
This technique is frequently used by those selling 
reasonably standardised products such as soaps, cigre-
ttes etc. to a broad horizontal market which is fairly 
homogeneous in its wants for the given item. Market 
segmentation, on the other hand is defined as "the 
break down of a market into discrete and identifiable 
segments, e.g., types of firms, industries, geographl-
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location, also types of product requirements" , A 
fim\ unless specify the segment (or segments) to 
which it wishes to cater and proceed to measure its 
worth,cannot optimise the use of its resources and 
make intelligent decisions regarding its product, 
price, channels, personal selling, and advertising. 
Market segmentation is based upon developments on the 
demand side of the market and represents a rational 
and more precise adjustment of product and marketing 
effort to consumer or user's requirements. It is aimed 
at developing an idea in the minds of consumers that 
the products involved in the market are designed for 
particular market segment to achieve a greater accep-
tance than originally planned. In other words, market 
segmentation consists of taking the total, hetrogeneous 
market for a product and dividing it into various sub-
markets or segments each of which tends to be homo-
geneous in all significant aspects. 
The strategies of differentiation and segmenta-
tion are employed simultaneously, but more commonly 
they are applied in sequence in response to changing 
market conditions. Both the strategies require heavy 
1, New Prospectives in Marketing, " Glossary of 
Marketing terms" NCAER, New Delhi, October 4,1972, 
p. 189, 
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use of advertising and promotion to inform market 
segments of the availability of goods produced or 
services presented for meeting their needs with 
precision, 
SUGGESTIONS FOR PRODUCT DEVELOPMENT: 
The suggestions for product development may be 
briefly summarised as follows : 
(1) By improving its physical appearance or making 
products visually appealing, 
(2) By analysing a products* use, 
(3) By removing product defects, 
(4) By reducing cost per unit, 
(5) By solving problems related to installation 
or product servicing, 
(6) By developing a trade mark for the product,etc, 
THE NEW PRODUCT DEVELOPMENT NEEDS SPECIAL MANAGEMENTt 
In recent years a great deal of attention has 
been directed towords new product development even 
if the failure rate of new products is very high. 
As a matter of fact, they are the result of poor 
new-products management. Accordingly, management 
must think of itself not as producing products but 
also as providing customer creating value satisfaction. 
1, Levitt, Theodore : Marketing Myopia, Harward Business 
Review, July-August, 1960, p,56. 
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In other words, successful new-product development 
requires constructive action on the part of mana-
gement. The necessary elements for new product 
success are engineering, product development, cost 
estimation, facility analysis etc., but the three 
main elements for success most often missing are 
(l) forward planning, (2) coordination, and (3) 
communications. They are discussed below at some 
length, 
(1) Forward Planning : 
Product plans cannot be allowed to result from 
chance product "finds" or the demands of competition. 
Therefore, some one must have the responsibility for 
constantly planning for the future products. Product 
plans and product decisions must be based on facts 
and figures. Of coarse, what implies here is a need 
for marketing research. There should be manpower 
available to do the necessary fact-collecting, in 
order to supply answers to the many questions about 
the market and its requirements. 
Forward planning, however, is more than fact-
gathering. Facts about the market alone cannot plan 
the product line. It must also consider the following 
four essentialsj 
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(a) Analysis of trends relating to a specific 
industry or any growth industry, if diversi-
fication is the objective, 
(b) Determination of what products or product 
features are suggested by these trends, 
(c) Consideration and screening of random product 
ideas that may be presented by anyone, 
(d) Review of the facts established as the programmes 
progress; and a final review prior to presentation 
to management. 
(2 ) Coordination; 
An enterprise will not consider new products un-
less the forward planning is done and unless product 
ideas are evaluated and pushed through to commercia-
lisation. This involves coordination of all the people 
involved first in forward planning and then in research 
and design, facilities planning, costing, pricing, dis-
tribution planning, and decision-making for a new pro-
duct - in effect, taking a job that is scattered over 
many departments and welding it into a single unified 
effort. There are nine specific requirements that a 
person or department must keep in view : 
(i) Plan the product or stimulate the planning process, 
bring creative minds together, and ensure that an 
organised, comprehensive, forv/ard planning job 
takes place. 
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(ii) Establish long-range and immediat-e time tables 
and priorities for new product work, and supply 
constant pressure to ensure that the time 
tables will be met, 
(lii) Evaluate product ideas and plans, and present 
this information to management for decision 
on a complete and objective basis, 
(iv) Keep pressure on lower priority but potentially 
profitable projects. 
(v) Act as a single point for collection of all 
product ideas, without organisational barriers, 
(vi) Serve as a system of checks and balances for 
the information and opinions developed in the 
course of product programme, 
(vii) Be the guiding hand to make certain that 
product programmes proceed according to 
sound practice, 
(viii) Supply a single point of contact for outside 
consultants working on product programmes. 
(ix) Be a central communications centre that is 
fully informed on all activities relating to 
new products work, that can disseminate 
information to all interested departments 
and bring to appropriate people's attention 
the information that might alter the course 
of a product programme, 
(-5 \ 
^ ' Ckannmun icaj|tion: 
This last point bears discussion by itself and 
suggests a deficiency that can cause what is probably 
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the greatest potential source of trouble in product 
programmes - insufficient communications, directions 
to engineering, conclusions of a planning group, deci-
sions by management. Engineering's comments on these 
directions, and each basic assumption and change in 
any of these assumptions should be put in writing and 
circulated to those directly concerned with copies 
to other interested persons, including top management. 
These three elements didsuesed above are generally 
dealt with separately, but for the purpose of talcing 
sound decisions forward planning, coordination, and 
communications are considered as a single job. This 
job is called " Product Planning". The task should 
be definitely assigned by the top-management to the 
general manager for action. As an enterprise becomes 
larger and the business more complex, specialisation 
forces more and more people into the process, top 
management loses the ability to do product planning 
successfully. This happens for any one or all of the 
three reasons: 
(a) The chief executive becomes insulated against the 
requirements of the market because of his over-
organisational expediency. He can no longer keep 
in close touch with his markets to know trhat 
they need. 
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(b) He seldom finds time to devote to new products 
as there are generally more pressing day-to-day 
jobs to be done, 
(c) He has trouble in aoordinating second and third 
line people, and the ideas that must be considered 
between the time an idea is born and until a pro-
duct reaches the market place. 
When the task becomes unmanageable* the responsibi-
lity for product planning becomes one of no one in 
particular and everyone in general, and nothing is done, 
or the job goes to a line function. Sometimes, the job 
falls to the marketing department or to the research 
and design section. 
Thus product planning as a matter of fact is the 
top management responsibility. Supporting functions 
such as market research, product development, finan-
cial analysis and appearance design must be available 
to the product planning manager. The. job of product 
planning varies from industry to industry; but the 
observatce of these operating principles is imperative 
if an industry is to - rely on new products for growth 
and future profits. Hence, New Product Development 
requires special managerial skill and acumen. 
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PRODUCT DEVELOPMENT PROGRAMME AS A GROWTH STIMULANT 
FOR SMALL SCALE INDUSTRIESt 
Success of an industrial enterprise, irrespect-
ive of its size- be it large scale or small .scale-
in today's world, depends upon the quality and compe-
titiveness of its products. Strenuous efforts are, 
therefore, called for on the part of the management 
constantly to improve the techniques of production 
and distribution. Obviously, small scale industries 
could compete favourably with large scale industries 
if they are provided with proper guidance and assis-
tance and suggested ways and means pertaining to pro-
duction and distribution because they, too, enjoy 
certain previleges over them. Product Development 
Programme covering production and distribution aspects 
as discussed in the preceeding pages v/orks as a growth 
stimulant for sm.all scale industries in our country'-. 
Dealing with production and distribution aspects, pro-
duct developm.ent programme studies that before the 
actxial process of production is undertaken, a m^ anufa-
cturer miust take into consideration consumer-satis-
faction as its ultimate goal. For the purpose, a pro-
per study of "consumption patterns" is essential. This 
approach vrxll help in ascertaining what kind of product 
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a firm should produce. Available means should also 
be analysed and investigated properly. As such, the 
risk of loss is minimised and some foundations laid 
for the growth of business because a certain method 
that vrorks for one business is no reason why it must 
work for all. Every business is different in some 
or the other way and requires separate methods and 
policies which can only be satisfactorily developed 
by studying its own experiences in the light of 
broad business principles. He must also view as to 
how much emphasis should be laid on innovation,pric-
ing, advertising, channels of distribution etc. and 
finally, what type of organisation is suitable for 
the product and for the enterprise. After taking 
into account these considerations a manufacturer 
should work on the lines suggested below: 
At the initial stage it would be better for a 
manufacturer to concentrate his business to a limited 
area or a local town which can be served efficiently 
and expeditiously. Gradually when experience is gained 
and profit earned, new territories should be explored 
so that whatever little they have may not be wasted. 
It should also be kept in view that a product is the 
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combination of attributes. These attributes are 
colour/ material, design, feature, performanceability 
or utility value, functions and qualities. Each of 
these attributes has to be determined first if the 
product is to become the "quick mover" , The position 
of the product in which it is to be offered should 
also be deterrrdned.i.e. vftiether it is a new product 
or a new brand, A clear distinction betv/een a new 
product and a new brand is also necessary. A new 
product should not be misunderstood to be the same 
thing as new brand. In case the pjxsduct is a new one, 
it should be entirely different from the existing 
products in relation to the size, design, shape, 
colour etc. and other physical features. It should 
be unique, independent product having no substitution/ 
relation in any manner with the existing product, 
*A new product is a product that opens up an entirely 
new market, replaces an existing product" , In other 
words, a new product is one which has not been pre-
viously marketed by any other business unit like a 
new type of face cream or a newly scented talc. A new 
brand, on the other hand, is simply a competitor among 
other products of that type existing in the market like 
1. Kaushal, p. Om. Product Manaaement, (Ed.), 1969, 
p. 41. 
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cigarettes or certain kinds of toilets. It must 
have the same characteristics which the other exist-
ing products are having in the market. For develop-
ment purposes, separate procedure should be adopted 
for each type of product (new or old product) as 
discussed earlier. For marketing a new product it 
is essential to study whether the market does exist 
and if it does not, whether it is possible to create 
a market for the product. For a new brand it is gen-
erally believed that old products are old and there 
is not much difficulty in their sales if they are 
changed into new brands as the consumers know about 
it. But it is only a complacent attitude, the task 
is not so easy as it is supposed to be. A great care 
is needed for the purpose. For a new brand it is ne-
cessary to study whether the market is being adequa-
tely served and whether there exists any room for 
another brand. It has also been observed in the case 
of new brands that unless new brands are distinguished 
from those already on the market there is little incen-
tive for customers to buy them. This is especially 
difficult to achieve with homogeneous goods like 
cigarettes, smoking tobacco, sugar, flour, or certain 
kinds of toilets. For this, a distinct produce-image 
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should also be created in the minds of the customers 
about the new brand(s). 
It is also an established fact that without 
having a systematic method of distribution of goods, 
no business unit can run efficiently and advantage-
ously even if the goods have been manufactured keep-
ing in view the requirements of the potential buyers. 
For the purpose of successful marketing of goods,one 
of the primary decisions which a manufacturer has to 
take is the selection of channels of distribution 
e.g. whether he will opt direct or indirect distri-
bution. A commodity can be sold to the final consumer 
both directly through the manufacturer's own sales 
organisation and indirectly through an independently 
owned distributor. 
The proper selection of distribution channel or 
several distribution channels depends upon such fact-
ors as the nature of the product, market, sales volume 
for each outlet, relative distribution costs, and how 
much of the marketing functions the manufacturer wants 
to assume. 
The distribution channels can have a large number 
of steps in them. To illustrate, a particular product 
may flow through a selling agent, wholesaler, and 
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retail store to the consumer. Quite often, one finds 
a variety of channels being utilised. Direct market-
ing should be undertaken by the manufacturer if midd-
lemen are doing, or would be expected to do, an unsa-
tisfactory job in promoting the product, carrying 
stock, rendering service, or following irecommended 
policies on price and credit. It becomes expensive 
and inefficient, especially when a low value product 
is involved or the typical order quantity is small. 
However, a manufacturer may sell directly to large 
consumers and use merchants or agent middlemen to 
serve smaller consximers. 
In establishing channels of distribution, one 
should determine whether he is interested in employ-
ing unlimited, selective, or exclusive distribution. 
With unlimited distribution one should try to culti-
vate sales through any or all retailers able to serve 
the ultimate consumer. In selective distribution one 
should also try to limit the retailers in a given 
area to those who have some specific features of 
benefit to the manufacturer, such as large size, 
high sales potential, above average service facili-
ties, etc. When establishing exclusive distribution, 
he should try to select the most capable outlet in 
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each distribution area and rely solely on those out-
lets for sales coverage in their respective areas. 
As per international experience half or more than 
half of the commodities sold are through distributors. 
In our country, we find a similar pattern of distribu-
tion of goods. Particularly, in the case of small 
scale industries it is experienced that more than 
75 per cent of the total commodities produced are 
sold indirectly by the distributors to the Ultimate 
consumers , Whereas, in deciding whether to sell dir-
ectly or indirectly a manufacturer should consider the 
following points : 
(a) Control; Some manufacturers prefer to sell their 
products directly because of the fact that through dir-
ect sales they can assure themselves of proper sales 
promotion and service and feed-back of information from 
the customers about the products by retaining control 
over sales, 
(b) Commission; Some manufacturers prefer direct sales 
because of the profit from distribution. The profit from 
distribution has to be weighed against cost of distribu-
tion. The cost of distribution depends upon the volume 
and the nature of the market e,g. in a market which is 
1. The author himself collected the information by 
conducting survey of 100 small scale units. 
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highly diffused, the cost of distribution greatly 
increases per unit of commodity sold. Generally, the 
commissions vary between ten to twenty per cent while 
the cost of sales can also vary from ten to twenty 
per cent depending upon various factors , 
(c) Economies of scale : Except for high-priced, 
large or sophisticated items or specialised items where 
the total number of customers is small it is uneconomi-
cal for a sales organisation to handle the products of 
only one manufacturer. By selling products of many 
producers a sales organisation can offer to the user 
a full line and in many cases the user prefers to 
deal with a sales organisation which can offer a full 
line rather than deal with a large number of different 
manufacturers handling different lines. 
(d) Knowledge of market and standing with customers: 
Before taking decision to set up a sales organisation 
of his own, a manufacturer has to weigh the above men-
tioned considerations. Unless he sets up a very elabo-
rate sales organisation he would not be in a position 
to match the distributor's knowledge of customers and 
their requirements. In India the problem is somewhat 
very complicated due to various lines on sales and 
1, Based on discussion with the management of small 
scale units. 
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large areas of distribution. He is bound to sell his 
products through a national distributor who has offices 
all over the country. 
In view of the above it is sometimes advantageous 
for a manufacturer in India to utilise the services 
of national distributors. The manufacturer who speci-
alises in the production of special purpose can succ-
essfully, and at a reasonably low cost, market his pro-
ducts through his own sales organisation but direct 
selling is not very practical because of substantial 
distribution cost. 
Due to scientific development and technical revo-
lution the fashion, habits, tastes, customs, systems 
and the consumer behaviour is changing at a rapid 
speed and to meet the requirements of t^ ie changing 
society the nature and type of products are also ge-
tting increasingly sophisticated. Hence, it has become 
necessary not only for the manufacturers but also for 
the distributors to upgrade the technical level of their 
sales staff. In thecase of manufacturers who are 
manufacturing goods of highly specialised nature the 
advantage of both the methods can be combined to some 
extent by the manufacturers* posting-specialists to 
the main office of national distributors as a backup 
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to the distributor's sales force. In order to earn 
the respect of the customer he will have to, if not 
more, then as well be informed about production tech-
nology and product capability as the buyer. In other 
words, it is expected that a good salesman must know 
all the answers to the consumer's problems and ques-
tions. This involves a rigorous training programme 
before being sent to the field. The training period 
should vary from one to two years, the bulk of which 
should be on the shop floor. Salesmen recruited from 
the shop floor should also be given training in cer-
tain theoretical matters connected with design and 
utilisation of the product, 
(e) Servicing; Service is regarded as an integral 
part of the selling function. Based largely on a care-
ful analysis of the service-report data is gathered by 
a manufacturer to make improvements in his products. 
One of the main sources of recruitment of service-per-
sonnel are the people who have been on the shop floor 
mainly in the assembly or maintenance department.Their 
job entails not only to rectify defects but also to 
feed-back the nature of the problems to the manufacturer 
and to train the staff on the job accordingly. 
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Cf) Selling : In recent years there has been a 
significant increase in impulse buying, that is, pur-
chases are made without very much advance planning , 
Such a buying took place for items like, cosmetics, 
toys, records, clothing, drugs etc. but on a very 
2 
rational basis , For many such items emphasis should 
be laid by the sellers on promotional programmes like 
displays, decoration, advertisement etc., in order to 
take advantage of this behaviour pattern. Many cus-
tomers now-a-days prefer to buy either a complete 
line or set of articles. In such cases a distributor 
who sells the product of many manufacturers is some-
times in a better position to offer a complete package. 
However, this type of selling is rarely found in India 
but during the course of next few years this would be 
one of the major strategies for selling. 
(g) Marketing services: Marketing services are not as 
well developed in India as in other developed countries 
e.g. the USA, the UK, the FRG, Therefore, a major part 
of the advertising budget goes for newspaper advertise-
ments which are not always the most effective method 
of reaching customers as the people are mostly unedu-
1. Stem Hawkins: "The significance of Impulse Buying 
Today" Journal of Marketing, April, 1962, pp.59-62. 
2. Ronald P.Willet and David T.Kollat, "Impulse Pur-
chasing as a special care of customer decision 
making" in L.George Smith (Ed,), Reflections on 
Progress in Marketing, American Marketing Association, 
Chicago, 1965, pp.212-28. 
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cated in our country. Till such time as the profess-
ional journals develop, there is very little option 
in terms of reaching customers except by radio and 
newspaper advettisements, Some manufacturers have 
started direct mailing compaigns and with the incre-
asing cost of newspapers publicity this may partly 
provide an answer to advertising in India, 
In a nutshell, a manufacturer with regard to 
channels of distribution should view himself very mubh 
like a purchasing agent since it frequently has a num-
ber of alternatives and in final analysis, can either 
"buy" or "make" (taking on the distribution function). 
He must not think in terms of his particular role as 
a manufacturer but also view his another important 
role of a distributor, 
CONCLUSION: 
From the above mentioned discussion, it is con-
cluded that product development is a continuous process. 
Dealing with production and distribution aspects it 
focusses attention on those forces which operate in 
popularising a new product or a new brand in the market. 
The main elements of product development programme are 
product development policy, product development planning. 
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testing product features, performances and stability, 
and distribution channels. Product developnent policy 
guides and directs the activities of the whole orga-
nisation towards a single goal. Product development 
planning deals with the making of major decisions 
regarding the variety of products to be produced, 
quality of the product, diversification and simpli-
fication and product line, identification, grading, 
packaging and packing etc. Testing product features, 
performances and stability minimise the chances of 
product failure. Distribution channels facilitate 
the physical movements of goods from producers to the 
ultimate consumers. Apart from all these, product 
development programme also deals with the methods and 
techniques of new as well as old product developments 
and thereby enables the products produced by small 
scale industries to be competitive and acceptable 
with regarxi to the cost of production, quality and 
design etc. But,it cannot be effectively planned and 
implemented in the small scale sector unless it is 
aided by an aggressive market research programme as 
it needs intensive investigations and inquiries about 
various canplex btasiness problems. This aspect of the 
problem, forms the subject-matter of the next chapter. 
Chapter JV 
Marketing Research as an Aid to 
Product Developmeiit Programme 
CHAPTER IV 
MARKETING RESEARCH AS AN AID TO PRODUCT 
DEVELOPMENT PROGI^ AMME 
INTRODUCTION; 
In the preceding chapter Product Development 
Programme as a grovrth stimulant for small scale 
industries has been analysed. The conclusion drawn 
is that for revitalising small scale industries the 
role played by product development programme is 
indispensable and that it needs intensive investi-
gations and inquiries about market conditions. It 
cannot be effectively planned and implemented unless 
it is supported by an aggressive market research 
programme carried out by efficient management and 
other technical specialists. It is in this context 
that the present chapter is devoted to an analysis 
of Market Research as an aid to Product Development 
Programme, 
Before analysing the role played by Market 
Research in the successful operation of a comprehen-
sive product development programme, it seems essen-
tial to define Market Research and to discuss how 
it is conducted. 
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CONCEPT OF MARKETUsiG: 
In t h e e a r l y s t a g e of d e v e l o p m e n t s c i e n t i f i c 
m a r k e t i n g a c t i v i t i e s were g e n e r a l l y unknown. L a t e r 
on , when m a r k e t c o n d i t i o n s d e v e l o p e d , m a n u f a c t u r e r s 
s t a r t e d u n d e r t a k i n g s p e c i a l i s e d m a r k e t i n g a c t i v i t i e s 
such a s r e s e a r c h , a d v e r t i s i n g , e x p o r t s a l e s , s a l e s 
p r o m o t i o n , e t c . 
During the second stage, tv;o important changes 
took place in the organisational structure of many 
finris^ F i r s t , a l l marketing a c t i v i t i e s , such as 
adver t i s ing, marketing research and sa les promotion 
were grouped under one marketing executive often 
ca l led as Sales Manager, Second, a c t i v i t i e s such 
as sa les t r a in ing , product servic ing, and sa les ana-
l y s i s which were formerly in departments other than 
Sales or Marketing were also grouped under the mar-
ke t ing timbrella. 
In the t h i r d stage of evolutionary process, some 
firms adopted the marketing concept and put in into 
act ion through the medium of ful ly in tegrated market -
ing management and, thus, a l l marketing a c t i v i t i e s 
became the respons ib i l i ty of the market manager. For 
example, inventoiry cont ro l , t r anspor ta t ion , warehous-
ing and other aspects of product planning came to be 
tumied over to the marketing manager, often making 
decisions regarding packaging, labe l ing , design. 
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colour and other product features. 
Finally, in the fourth stage, the concept of 
marketing changed into a philosophy in which the 
entire business unit becomes a marketing organisa-
tion, manufacturing and selling a product from the 
marketing point of view. The executives determine 
the nature of the business and develop an overall 
marketing research programme. 
From the above discussion it is revealed that 
the concept of marketing in its modern form is a 
system of interacting business activity designed to 
satisfy consumers' wants. Today, the marketing con-
cept has been recognised as a philosophy of business 
and, hence, the firms have moved up to reshape the 
organisational structure and management thinking 
to implement this concept in a planned way. 
Now, marketing is an integrated effort directed 
to discover, create, arouse and satisfy consumer needs. 
It has been defined as " the performance of business 
activities that direct the flow of goods and services 
from producer to consumer or user"^. It is a "process 
or a system, a series of related activities and events 
each one leading to the next, and all intended to lead 
1. Alexander, S.Ralph, Chairman, Marketing Definitioas; 
A Glossary of Marketing Terms, American Marketing 
Association, Chicago, 1960,p,15, 
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to customer satisfaction"'^. As a matter of fact 
marketing processes begin long before the good-s go 
into production. Various decisions are made regard-
ing the product and its market, its pricing, and 
promotion in order to satisfy the needs of the poten-
tial buyers. It is, therefore, for the manufacturers 
to realise What is good for the consumer. The market-
ing policy should be so designed that the product must 
be marketed to consumers before its full value is 
realised. Thus, in order to achieve business goals 
it is commonly accepted that an aggressive market- i 
ing research programme is essential. 
Further, as a by-product of the industrial revo-
lution, the urban centers in developing countries like 
India are now growing and home handicraft operations 
are moving into factories. Under the condition whenli 
the economy became more complex, the channels through 
which trade flowed became longer; better methods and 
techniques had to be devised to market the industrial 
output. The importance of market research, therefore, 
came to be fully realised in this evolutionary period. 
1, Johnson : "Marketing, Finance, and Control", 
Marketing and financial control, Pergamon Press, 
First Edition, 1967, p,3. 
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Now as the economy grows and industrialisation 
makes strides, more effective marketing system will 
be needed. Furthermore/ over the past century jobs 
in marketing field have increased at a much more 
rapid speed than jobs in production not only in India 
but also in other advanced countries of the world. 
It is pointed out that the number of people engaged 
in retailing and wholesaling activities increased 
more than twelve times from 1870 to 1950/ as con-
trasted with a three-fold increase in the number of 
workers during the same period"'-. This tremendous 
increase in marketing profession is a clear reflec-
tion on the increasing role of marketing services in 
the economic development and rapid industrialisation. 
The vital importance of marketing in the success-
ful operation of an enterprise has also been realised 
by the National Association of Manufacturers. The 
Association opine : "In this exciting age of change, 
marketing is the beating heart of many operations. It 
must be considered a principal reason for corporate 
existence. The modem concept of marketing recognises 
its role as a direct contributor to profits, as well 
2 
as sales volume" , 
1, Barg^r Harold: Distribution's Place in the American 
Economy since 1869, Princeton University Press, 
Princeton, New Jersey, 1955, pp.4-5, 
2, National Association of Manufacturers: An Historic 
Marketing Paper, Sales Management, March 20,1959,p,7, 
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MARKETING RESEARCH - DEFINED; 
The term marketing research has been variously 
defined by different writers. However, the essence 
of "Marketing Research" is "the systematic, objective, 
and exhaustive search for and study of the facts rele-
vant to any problem in the field of marketing" , Acc-
ording to American Marketing Association marketing 
research is "the systematic gathering, recording, 
and analysing of data about problems relating to the 
marketing of goods and services'* ."In this sense, 
marketing research includes various types of research 
or analysis, such as (l) Market analysis, which is 
a study of the size, location, nature, and character-
istics of markets, (2) S§les analysis, which is lar-
gely an analysis of sales data, (3) Consumer analysis, 
which is concerned chiefly with the discovery and 
analysis of consumer attitudes, reactions, and pre-
ferences, and (4) Advertising research, which is re-
lated with the management of advertising compaign. 
1. Crisp, D.Richard, Marketing Research, McGraw-Hill 
Book Company, New York, 1957, p.3. 
2. Alexander, S.Ralph, Chairman, Marketing Definitions, 
A Glossary of Marketing Terms, American Marketing 
Association, Chicago, 1960, p.17. 
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As a tool of management/ marketing research 
involves, among other things, the study of buyers* 
purchasing motives and habits, theii tastes, needs 
and wants, the strength of competitors, the effect-
iveness of one's promotional effort.s, consumers* 
and general opinions about one's products and pack-
ages, the extent of brand recognition, etc. It can 
and should function as a means of measuring change 
in a process ^ In essence, this provides to the 
firms' management quality control informations. The 
discovery of change may provide a red or green signal 
that the process needs to be investigated in order to 
see *rhat has happened and why and thereby enables 
management to adopt remedial measures and to take 
advantage of an opportunity* In this way, marketing 
research turns up new ideas which can be programmed 
into the appropriate steps in the administrative 
process. Generally speaking, marketing research con-
tributes in four ways; -
(a) It keeps the business in touch with its markets. 
(b) It provides an adea for the improvement of old 
products as well as for totally new products. 
1. For detailed discussions See: Roberts,V.Harry, 
The Role of research in marketing management. 
Journal of Marketing, July 1957, pp.12-32. 
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(c) It assists in Sales management. 
(d) It measures/determines market potential. 
Hov^ ?ever, marketing research, by itself, cannot 
solve business problems. What it can do is to narrow 
the field of uncertainty in which the particular 
business problems are set and, thus facilitate eff-
ective decisions. For instance, if a firm wants to 
increase the price of its product, it should not do 
so v/ithout taking into account the effects of such 
a price rise on the total demand for the item. For 
this purpose, marketing research is required to 
advise the firm's management whether it can, under 
the prevailing conditions, think in terms of a price 
rise at all. If a price rise is possible, to what 
extent it should be; whether it should be 10 per cent, 
15 per cent, 20 per cent or more. If a decision is 
taken pr^-emptorily by the firm's business executives 
to put up the price without studying the effect of 
such a rise on its sales, the finn will come to grief. 
Hence, marketing research should be used only by res-
ponsible men who know hov; to handle it. 
SCOPE OF MARKETING RESSARCH; 
It is generally believed that in the capitalistic 
system of economy, the consumer is the king. This is 
hov;ever a controversial issue. Whatever may be the 
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correctness or otherwise of this view, it cannot be 
denied that in the modem industrial economy, the 
consximer holds a key position and that without know-
ing his changing needs and tastes no business unit 
can run smoothly and successfully. Instead, modem 
technical progress has led to mass-production, which 
in turn necessitate research into the marketing asp-
ects of the products. In olden days, when the pro-
ducer more or less knew who were his ultimate cons-
vimers, he never worried about the marketing problems. 
But, in the modern industrial economy, the producer 
has hardly any direct knowledge of his ultimate con-
sumer. This is particularly true in the case of con-
sumer goods. It is on account of this fact that the 
need for market research has arisen. Though mass -
production has brought dov/n per unit cost of prod-
uction, there is a corresponding increase in the 
cost of distribution. It goes without saying that 
of every U,S.Dollar which the consumer pays for his 
purchase, half is on account of the cost of distri-
bution , There may be some exaggeration in this 
statement, but it highlights the fact that modem 
marketing is a very costly affair. Even then it is 
an unavoidable aspect of the present competitive 
economy, 
1, Barger Harold : Distribution's place in the 
American Economy since 1869, Princeton University 
Press, Princeton, New Jersey, 1955, p,3. 
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Despite the increasing use of market research, 
the analysis of profit opportunities continues to 
be a highly neglected aspect of the present enter-
prise. Too often, a promoter enters a field merely 
because of a predilection for that field, or any 
one of a number of equally poor reasons. Such are 
the origins of many businesses which are launched 
eveiy year with scarcely a chance for survival and 
which sooner or later sink into bankruptcy. Hov'jever, 
such misjudgements are not limited to the formation 
of new enterprises. It is not unknown about establi-
shed firms to undertake expansion without adequate 
preparation. Such mismanagement results in social 
and economic losses which quite possibly could be 
prevented by previous market analyses. Therefore* 
when management is contemplating construction, ex-
pansion, or a change in sales policy, it should 
resort to market research concerning such a move. 
When establishing a new firm, its prospective pro-
ducts should be ana'lysed to determine probable 
sales volume, rate of profit and its duration, capi-
tal cost, amount and cost of necessary advertising, 
production costs, stability of raw-material supply, 
business conditions and trends, transportation expen-
ses, seasonal market characteristics and such other 
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factors which might be considered relative to the 
success of the business. Similarly/ before product-
ion is increased, one should study many of the above 
factors as well as such considerations which affect 
the volume of sale in the market. Further, the use 
of market research should also be made by the sales 
department in laying out sales districts, choosing 
sales outlets, improving public relations and deter-
mining the extent of advertJs ing needed, the best 
location for district offices and the number of sales 
to operate from each and the probable effect of pricee 
changes, 
In a 'sellers' market, generally the manufacturer 
can sell his products without much difficulty. But 
even in conditions of sellers market there is a place 
for marketing rasearch since there will be a number 
of competing products seizing the attention and 
patronage of the customer. On the other hand, under 
the conditions of 'buyers' market, the quality of 
the product is the main concern and the same cannot 
be improved without adequate market informations. 
Hence, it is apparent that whatever the condition of 
the market, buyers' or sellers', marketing research 
is indispensable. Apart from this, for taking major 
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decisions regarding new products or changing the 
design of old products to suit the market conditions, 
future sales and selecting a particular way of 
distribution of goods, a thorough knowledge of the 
attitudes of the potential buyers, competitive trends 
in the market, methods and techniques of distribution, 
demand and supply conditions is required. In short, 
factural informations are needed by the manufacturers 
for the purpose of formation of policies and planning 
production and distribution of goods and for study-
ing the possibilities of new techniques, new processes 
and their application in improving the quality and 
design of industrial and consumer goods, reducing 
the cost and attracting the existing and potential 
customers. 
From the foregoing discussion, it is obvious that 
in the present competitive world of science and tech -
nology the development of industries on the right lines 
is hardly possible without conducting marketing rese-
arch as it gives informations on key factors relating 
to problems, prospects, availability of input require-
ments, techno-economic feasibility of undertaking pro-
ductions etc. Hence, the need of marketing research ; 
is imperative for accelerating the pace of develop-
ment of large as well small scale industries on sound 
lines. 
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TYPES OF MARKETING RESEARCH : 
There are mainly two types of marketing research 
to solve the business problem: one is internal rese-
arch and the other is external research. Internal 
research makes use of the mass of data available 
with the firm about its past sales, price variations, 
results of any previous market research reports,etc, 
about products and their markets. External research 
is mainly concerned with the field-work by conducting 
market surveys and studies. External research is, 
therefore, always costly as compared to the internal 
research. Although external m.arketing research is 
conducted by the industrial units at different occ-
asions for different purposes to solve various com-
plex business problems but the following three m.air. 
divisions of external research are import:ant. They 
are (a) Product research, (b) sales research, and 
(3) Consumer research. Besides, there are other as-
pects like v/holesale and retail distribution analysis^ 
quantitative market analysis, attitude and opinion 
research, advertising and sales promotion research, 
brand position analysis, value analysis etc. M l 
these are not mutually exclusive , They are all com-
plementary to one another and it is for the organi-
sers of the market research to detearmine v/hat parti-
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cular aspects are to be covered under the market 
research keeping in view the objectives of the 
sponsors of the project. The three main divisions 
of external market research are discussed below at 
some lengths 
MAIN DIVISIONS OF EXTERNAL MARKET RESEARCH: 
PRODUCT RESEARCH; 
Product research is intended to find out by 
field-work the design of a new product coiatemplated/ 
its size, its price, its probable appeal to the con-
sumers, its position vis-a-vis other competing pro-
ducts, etc. Product research is also necessary for 
improving and changing the design or quality or 
utility of an existing product so as to make it more 
appealing to the consumers. So, whenever any major 
decision regarding a new product or changing the des-
ign or content of an old product to suit prevailing 
market requirements is to be undertaken, product 
research is a necessity, 
SALES RESEARCH; 
Sales research (or analysis) is needed when a 
product has been put into the market and when it is 
being stocked by many wholesalers and retailers in 
the important tov^ ns in the region or in the country 
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as a whole. Sales research will tell the manufact-
urer how many of the units sold by him over a cer-
tain period of time have actually been bought by 
shopkeepers and how many are in the retailers' or 
wholesalers* stock-rooms. Sales research is also 
required for making a realistic estimate of future 
sales, which is often called sales forcasting. Sales 
research will also enable the manufacturer to know 
how many shops stock the product and, hov7 many do 
not, whether the product is stocked by more than 
one kind of shop, or it is distributed evenly over 
a market and between one region and another, etc. 
In a nutshell, it provides basic data for appraising 
the profitability of current and past operations, 
and for planning future activities. 
CONSUMER RESEARCH; 
The consumer is the final arbiter of the ulti-
mate success of the manufacturer. Studies of customer 
buying practices and attitudes serve as an important 
guide in planning effective industrial marketing 
programmes. The peculiar taste of the consumer, his 
attitude to a particular product, the frequency of 
his purchase, his tendency to change over the other 
competing brands of the product consequent upon 
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some change in the price, in the packaging, appearance, 
etc, are to be covered by consumer research. The manu-
facturer should alvrays know the needs, tastes and be-
haviour of the ultimate consumers of his products. 
Very often, wrong ideas on this point, lead to loss 
of sales. Only consumer research can provide the answer 
to this and many other similar questions. It can provide 
the manufacturer with a complete picture of his customer 
with regard to his age group, social i tatus, sex,size 
of the town where he lives and other related charact-
eristics. Consumer research will also infonn the manu-
facturer as to what are the buying habits of the public 
in respect of his goods, when and where they buy them 
and the use which is made of them. It will also help 
him to find out why some people buy a particular pro-
duct and not a competing one» whether they will conti-
nue to do so or think of the product. It is interesting 
to mention here that when Nescafe Coffee was introduced 
in the United Kingdom, there was a concealed reluctance 
on the part of the housewives to purchase Nescafe 
Coffee even though its superior qualities were well 
known. A research was conducted by experienced field-
staff by interviewing some of the housev/ives. It was 
revealed that their reluctance was mainly due to a 
feeling that those who bought Nescafe would be dubbed 
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as lazy housewives who did not want to take the trouble 
of preparing coffee in the traditional manner , 
It is clear from the above discussion that market 
research is essential for every business unit big or 
small. But the need of marketing research is greater 
in small scale industries. Limited as its resources 
are, a small enterprise cannot afford to spend large 
sums of money on market research for its products. 
Keeping in view the importance of market research in 
small scale industrial sector a progranime of marketing 
assistance through some kind of market research inclu-
ded in the sriall industries programme was launched by 
the GovernjBiant of India in 1953-54 , as one of the 
recomr.iendations of the International Planning Team 
sponsored by the Ford Foundation Team which visited 
India in 1953-54, was the establishment of a body 
or corporation for rendering marketing assistance 
to small industrialists. It was with this end that 
the National Small Industries Corporation was esta-
blished by the Government of India, 
The National Small Industries Corporation rendered 
in the initial stages marketing assistance to small 
1. Small Scale Industries, Development Commission, 
Small Scale Industries, Government of India publi-
cation, 1971, p.230. 
2. Ibid, 
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industrialists through opening of depots for selling 
their products and also through the operation of 
.nobile sales vans. These sales vans carried the 
products of small industrialists to important mar-
keting centres in the region and sold them. At the 
time of the sale, trained researchers, who accom-
panied the mobile vans, conducted consumer research. 
These trained researchers kept a watch on all those 
who went to the mobile vans for the purpose of pur-
chasing. These researchers elicited a good deal of 
information from the customers through inform.al 
conversation with them. They tried to find out why 
a customer purchased from their sales depot or van 
a particular product, what v^ as his idea about its 
price, quality, whether he had knowledge of other 
competing products, packaging, etc. If the customer 
did not purchase the product, they tried to ascertain 
from him why he did not purchase; whether it was due 
to high price, unattrative packing, poor quality of 
the product or any other reason. Based on such a 
survey, a report was prepared by them in which their 
findings were recorded. These reports v;ere considered 
helpful to the manufacturers as they contained sugg-
estions useful to them. 
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The sales van operations were discontinued 
as they did not prove very successful and they were 
costly compared to their utility. The functions of 
the National Small Industries Corporation relating 
to consumer research were therefoire taken over by 
the Economic Investigation Division attached to the 
Regional Small Industries Service Institutes at 
Madras, Delhi, Calcutta and Bombay-'-, Since, then, 
another type of market research known as Distribu~ 
tion Aid surveys was introduced. These Distribu-
tion Aid Surveys are conducted by the Corporation 
at the request of small industrialists who have 
marketing problems for a particular product which 
exists in the market. 
As stated earlier, these Distribution Aid Sur-
veys are done on regional basis. A decision to under-
take Distribution Aid Surveys for a product is fin-
ally taken only after necessary approval from, the 
Development Commissioner, Small Scale Industries, 
New Delhi. After approval the small industrialists 
for v/hom the Distribution Aid Survey is undertaken 
are asked to pay Rs. 250/- and also to send a few 
samples of the product to be used during the field 
1, Small Scale Industries, Decelopment Commission, 
Small Scale Industries, Government of India 
1971, 230. 
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survey. These samoles are meant to be carried by the 
field investigators who undertake the field survey at 
the various commercial centres which they visit, for 
being shov/n to the wholesale and retail dealers, 
individuals or institutional consumers^ and other 
parties who are likely to be interested in the prod-
uct and who are in a position to give proper opinions 
on the quality of the product, its price etc. The in-
vestigators during the field-study try to get the re-
actions of various people to the product with ijartic-
ular reference to its quality, price, competitive st-
rength, packaging and other related matters vis-a-vis 
similar products available in the market. They also 
try to get an idea of the estimated sales of the pro-
duct under survey in each centre and the approximate 
increase in the future demand or sales. They also 
contact the manufacturer for whom the Distribution 
Aid Sur'/ey is undertaken and discuss v/ith him the 
si^ ecific problems relating to the sales of the pro-
duct. They also invariably visit almost all the other 
manufacturing units in the region producing the same 
product. 
After the completion of the field-work, the data 
collected are tabulated and the Distribution Aid Survey 
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report is drafted. These reports are brief, covering 
10 to 15 pages. They contain valuable information on 
the size of the market, general reactions of the dea-
lers and other knowledgeable persons to the quality, 
price competitive strength, etc. of the product 
besides giving specific recoirmendations or sugges-
tions to the manufacturer to streamline the distri-
bution channels for his product and to adopt better 
methods of selling based on their observations in 
the selected markets. 
So far, more than 250 Distribution Aid Surveys 
have been conducted by the four Small Industries 
Service Institutes at Madras, Bombay, Delhi and 
Calcutta and reports thereon have been prepared. 
The Small Industries Service Institute, Madras, 
alone has prepared about 75 Distribution Aid Survey 
^ 1 
reports . 
Thus, the Government of India through its faci-
litating institutions is providing marketing assis-
tance to the small scale industries throughout the 
country. But, as a result of this only a few sele-
cted small scale industries are competing with large 
scale industries in the production of similar items 
not only in the domestic market but also in the 
1, Small Scale Industries, Decelopment Commission, 
Small scale Industries, Government of India 
publication, 1971, p. 232. 
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foreign markets. This indicates that the marketing 
assistance and facilities provided by the govern-
ment to the small scale industries are inadequate 
and do not satisfy the requirements of these units. 
Apart from Product research. Sales research,and 
Consumer research. Value analysis also an important 
aspect of modem marketing research whicli has been 
discussed below at some length : 
VALUE AN AT.. YS IS : 
Value analysis is a new concept to the modem 
industrial world. This technique was first developed 
in the General Electric Company in the United States 
of America for the purpose of cost reduction . During 
World War II, it resulted in considerable economies 
in the expenditure on American defence supplies and 
since then more and more undertakings are systematic-
ally applying this technique with encouraging results, 
In our country, too, the technique is being widely 
used for achieving economy in cost of production. 
Generally the term Value Analysis is considered 
analogous to Price Analysis or Cost i\nalysis, alth-
ough it is not so. As a matter of fact value of an 
1, Gokran, P.R, Essentials of Materials Management, 
Somaiya Publications, Pvt, Ltd, Bombay, 1970,p.33, 
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item is measured in terms of its function or purpose 
and, hence/ it differs from price or cost of a product. 
It may be expressed briefly as : 
Utility of the item 
Value 
Actual price paid for the item 
It may be increased by reducing the price, by 
increasing the functional utility of a particular 
product or both. It is applied for assessing the 
value of an item and then enhancing it properly or 
systematically. In other words, value is the combi-
nation of various attributes of a product such as its 
size, shape, colour, price, quantity and service that 
gives more satisfaction to the consumers. Analysis 
on the other hand, is a technique which systemati-
cally helps to determine the above combination of 
attributes of a product. And, it aims at the greatest 
value in return for money spent. It involves a con-
tinuous supervision of value at all stages such as 
designing, purchasing, manufacturing, packaging, 
transporting and selling. In short, value analysis 
deals with the design, function and cost of a product 
(material or service) with a view to reducing its cost. 
This reduction of cost of a product may be obtained 
by changing the design, creating a substitute performing 
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the same function or purpose, and by adopting cheaper 
manufacturing process. In this way, "value analysis 
starts with an examination of the functional utility 
or end-use of an item and whether its price is not 
too high for the function it is required to perform 
and then it proceeds to investigate what else will 
perform the same function at a lower cost"l. Functio-
nal utility or end-use of an item constitutes three 
main aspects as indicated below : 
(1) The primary aspect is generally considered more 
important and about 50 per cent or more price 
is paid by the consumers for it» For instance, 
we want to purchase an Iron Almirah for keeping 
business secrete papers. The priinary considera-
tion in this case is the quality of material 
that serves our purpose. Hence, we will prefer 
an Almirah of good quality. This is the primary 
aspect of the end-use, 
(2) The secondary aspect may be of its colour,size, 
design etc., and 
(3) The tertiary aspect may be its good manufacturing. 
1, Gokran, P.R, Essentials of Materials Management 
(Ed.) Pylee, M.V,, Somaiya Publication, Pvt, Ltd, 
Bombay 1970, Cf, Algian w'^ George (Sd.) Purchasing 
Handbook, McGraw Hill Book Co. N.Y. 1973., Ammer,S, 
Dean, Materials Management, Richard D.Irwin,Inc., 
Homewood, Illinois, U.S.A.1958, and Palit, A.R, 
"Outlines of Material Management, Academic Book Co. 
Ltd. Bombay, 1970, pp. 90-105. 
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Apart from this, value analysis also takes into 
account another important aspect of suitable subsitutes 
which might be available at lesser cost, A good example 
of this is that of Vanaspati Ghee manufacturers in 
India who have changed the tin container into plastic 
container by eliminating unnecessairy costs without 
changing the functional value of the product. Some 
other major considerations for the determination of 
value are as under : 
(a) Functional utility or end-use or purpose of the 
item, 
(b) Overall or ultimate objectives or benefits, i,e. 
benefits to an organisation, industary or to a 
community, 
(c) Value in terms other than economic considerations, 
such as appearance, or decorative, artistic, pre-
stige or sentLmental value. 
(d) Value in terms of the time elem.ent, i.e, whether 
the item is required for a specific event or at 
a particular time or period of time. 
Thus, value analysis is a technic^ ue used for ach-
ieving economy with efficiency and promoting the use 
of cheaper and more easily available materials for a 
particular purpose or end-use. 
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APPLICATION OF VALUE ANALYSIS TECHNIQUE; 
While applying this technique one should ask 
himself the following cruestions about each product 
which he is manufacturing in order to achieve the 
very purpose of the technique. They ere : 
(1) Does it contribute value ? 
(2) Is the cost proportionate to its utility ? 
(3) Does it need all the specified features ? 
(4) Is there anything better or cheaper which would 
serve the purpose ? 
(5) How much v;ould that cost ? 
(g) Can a usable part be made by a cheaper method? 
(7) Considering the quantities used has it been 
m,ade on proper tooling ? 
(8) Can a standard product be used ? 
(9) Do materials, reasonable labour^, overheads and 
profits total upto its cost ? 
(10) Will another supplier provide ;i.t for use ? 
(11) Is anyone buring it for less? 
1, GoXran, P.R. Essentials of Materials Management 
(Ed) Pylee, F..V. Somaiya Publication P\'t.Ltd. 
Bombay, 1970, p. 35. 
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Instead of all these valuable cxiestions, for 
achieving the best possible results, it should also 
be kept in mind that the above technicrue is based 
on comparison of tv;o or more items perforraing the same 
function. In the case there exist different samples 
of an item, reasonably priced and of good quality, a 
thorough examination of attributes of each sample 
should be taken into consideration for comparison. 
This v/ill help to select the best sample. This method 
of comparison is often called as ranking m.ethod or 
matrix-system. The basic principle of this system is 
comparing the samples in pairs. 
Prom, the above discus ion, it is revealed that 
value analysis technique can be applied universally 
wherever economies are possible. Obviously, it should 
be applied to products where maximTom econom.iee can 
be achieved. For taking up value analysis work for 
the different items decision should be taken by the 
management on priority basis. It should also be borne 
in mind that even if there is no economy on any parti-
cular item, it should not be forgotten altogether. The 
item should be taken up for value analysis after six 
months or a year as market conditions do not remain 
static, therefore, it may result in economies after 
some time. 
- 204 -
Hence, value analysis is a technique which, if 
employed systematically, can achieve great economies 
and efficiency. It may be sunniarised under the foll-
1 
owing heads : 
(a) Elimination : Can we eliminate the item, or not 
(b) Keep : V/hen we cannot eliminate the item, we 
must try to reduce the cost to achieve 
better results. 
(c) Change; Change is necessary when an item, or 
method or process cannot be elimanated. 
(d) Modification; The cost can be reduced by making 
modification in the cesign, specification, 
size, shape, method of manufacture, or 
analysis, 
(e) Incp rpo rat ion; By combining two or m.ore oijerations 
or parts, the cost of an item can be 
reduced, 
(f) Subdivision; If a particular product is too diff-
icult to make can be manufactured in parts, 
or components and then they can be ass-
embled together, 
(g) Subsitute; Com.plete subsitution can be effected 
for bringino down cost. 
1. Gokran, P,R, Essentials of Materials Manaaement, 
Somaiya Publication, Pvt.Ltd, Bombay, 1970,p.37» 
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In this way, value analysis technique serves 
various useful purposes of product development and 
cost reduction. 
After having discussed the meaning and defini-
tion of the woird 'Market Research* its importance 
and types, we will now discuss at some length as to 
how market research is undert.aken. 
UbTDERTAKING MARKET RESEARCH; 
A well-organised research project should begin 
with a verification of the puirpose and scope of pro-
posed study. Both the person ordering the survey and 
the person responsible for conducting it should know 
exactly what is desired. After the researcher is sa-
tisfied that he has the correct concept of the prob-
lem, he is ready to begin the preliminary survey. No 
extensive field-study should be initiated until a 
preliminary small scale investigation has been con-
ducted • The preliminairy su3-vey, though limited in 
scope, should not be cursory or hasty. It should re-
flect thoughtful planning and a careful and thorough 
search for evidence or facts pertaining to the market 
situation. Once the analyst knows where his possible 
1. Generally, one finds sufficient information in 
his own units records and from reports of other 
research projects to eliminate the need for any 
additional information. The proper utilisation 
of available information should not be neglected. 
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sources of data lie, he can develop sound methods 
for obtaining the most significant, and pertinent 
infoimation at the least expense. Since a preliminary 
survey is the foundation around which a latter and 
more extensive study may be built, it should be con-
ducted only by an alert and experienced investigator 
who can lay plans for future operations efficiently. 
Sometimes a preliminary survey provides suffi-
cient evidence that there is not a profitable market 
for the product, and consecaiently further investi-
gation in that field should not be undertaken. It also 
might indicate an impossibility to obtain sufficient 
information, which again would suggest suspension of 
survey operations or modification of the approach. 
Therefore* in addition to serving as a guide for 
more complete operations, the preliminary survey makes 
possible prevention of useless studies which might 
involve tremendous expense. 
Along with the preliminary investigation comes 
the problem of creating a suitable questionnaire. For 
the best results a questionnaire should be prepared 
and tested for any weakness in scope or construction. 
Questions thus framed should be clear and contain 
only one idea. They should be worded courteously and 
should not touch on matters which generally are consi-
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dered personal, especially if the respondent is 
requested to affix his name to the form. The ques-
tions should not force a respondent to rely on his 
memory to a great extent, since guessing is liable 
to ensue"yes" or "no". Questions should contain 
also a space for "don't know", "don't care", or 
"indifferent" so that the responses may be represen-
tative. Above all, no question should be so worded 
as to suggest an answer by itself. 
A ftiendly covering letter is often used and 
it serves a valuable supplement to a questionnaire. 
Such a letter can cultivate the recipient's personal 
interest in the survey by giving a brief descrip-
tion of the project and its purpose and by emphasis-
ing possible benefits to the consumer. Further, 
cooperation can be obtained by using the covering 
letter to offer a premium or reward to the respon-
dent, to promise him a copy of the results of the 
survey, or merely to appeal to him for help. 
Selection of media for the purpose of collection 
of data is also generally considered as the most ex-
hausting and frustrating part of the market research 
programme. It involves one or more of a number of 
different methods. A mail questionnaire can be used 
to obtain information from all parts of a large 
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territory. Although the mail questionnaire provides 
a relatively inexpensive means of contacting a large 
nujRber of people who may be v/idely scattered geogra-
phically/ it has several inherent weaknesses which 
limit its utility. The response to a mail questionnaire 
may be very low in relation to the initial mailing,and 
one must realise that those who do respond may have 
particular reasons for doing so. Since the respon-
dent group may not be a representative sample of the 
initial mailing list, this sampling technique is 
quite likely to produce unrepresentative data. Further-
more, the analyst has little opport.vmity to check the 
validity of the ansv;ers submitted, for he is not pre-
sent when the cruestionnaire is filled in and he us-
ually does not converse with the resj^ondents. This 
problem sometimes can be extenuated by designing the 
questionnaire in a manner which will illuminate incon-
sistencies in the responses to various questions. But, 
the analyst is still una}-.-)le to rephrase questions or 
elicit additional information from any one respondent, 
A second method of contact is by telephoning.The 
analyst who conducts his survey by telephone may be 
in a good position to establish harmony between him-
self and the person being contacted. He can present 
a flexible questioning prograirime and induce individual 
informants to append information to the desired basic 
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ansxvers. He is also able to clarify the meaning of 
any question which might prove bothersome for a par-
ticular respondent. On the other hand, the telephone 
survey is more expensive to conduct per respondent 
than a mail questionnaire survey, though this may 
be offset by the more valuable information obtained 
through this medium, 
A third method of contact is through personal 
interviev;s on the street, in the place of business, 
or at the home. As might be expected, this method is 
the most expensive per person contacted. It requires 
specially-trained interviewers and much time may be 
spent in interviewing and travelling. Howe\'er, the 
acute observer can recognise inconsistencies and even 
probable false answers by scrutinising the respondent 
and his surroundings. Through this method, a good 
interviewer, through proper guidance of subsequent 
conversation, can unoffensively afford the individual 
the opportunity to reconcile his statement with the 
evidence. Although interviews are much more difficult 
to tabulate than are questionnaires, they allow the 
respondent to express himself freely and may provide 
additional data of value to the analyst. 
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SOURCES FOR COLLECTION OF DATAt 
sources for primary data, or data which are un-
recorded, include consumers, jobbers, and retailers. 
Consumers who may be interviewed include fonTier 
customers, to find out why they stopped buying; pres-
ent customers, to keep informed as to performance or 
use of the product; and customers of competing concerns, 
to discover their reasons for preferring a competitor's 
goods. The retailer occupies a key position in the 
marketing system. Therefore, he can usually provide 
a great deal of valuable ddta, such as buying habits 
of consumers, brand perference, acceptance, recogni-
tion, and sales volume. Although much of the jobber's 
information is considered confidential and is not avai-
lable, that which is available may be helpful in depi-
cting consumption according to territories or districts. 
In addition to primary data the investigator can us-
ually find a considerable amount of secondary data. 
Several readily available, excellent sources of 
secondary information are at the disposal of a market-
ing research man , But generally, secondary data are 
found in business records, government reports, and 
1. For a good Ciscussion of the major sources of 
secondary data. See : Britt H.Steuart and Shapiro 
Irwin, ";^ere to find marketing facts", Harv/ard 
Business Review, September-October,1962,p.44, Cf,-
Harper W.Boyd,Jr.,and Westfall Ralph,Marketing 
Research, Revised Edition,gichard D.Irwin,Inc. 
Homewood* Illinois, 1964, pp.251-268. 
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trade publications. Market research institutions 
are available to conduct such studies, though 
many firms have found it expedient to employ their 
ovm market research specialists. Quite often, adver-
tising agencies assist clients in market investi-
gations as a special service. Of course, trade asso-
ciations (especially the American Marketing Association), 
universities, local chambers of coniTierce, numerous per-
iodicals, and such federal agencies as the U.S.Depart-
ment of Commerce and the Small Business Administration, 
can prove extremely helpful in market research studies. 
After explaining the procedure of undertaking 
market research it now seems worthwhile to discuss 
as to how marketing research serves as an aid to pro-
duct Development Programme in the small scale indus-
trial sector, 
MARKET RESEARQi AS AN AID TO PRODUCT DEVELOPMENT PROGKAI^ IE: 
As discussed earlier, the need for market research 
is basic for the development of an industrial enterprise, 
irrespective of its size - be it large scale or small 
scale - in this industrial age as it provides data in 
a concise form and offers guidance to the perspective 
entrepreneurs in choosing their particular lines of 
production and distribution. It is not only helpful in 
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selecting lines of operation which are most suitable 
but also in determining the priorities of development 
and suggesting ways and means for accelerating the 
sound growth of an industrial unit. 
At the initial stage, market research guides the 
manufacturers in the correct formulation aiud effective 
implementation of a product developnent programme and 
in making right investment decisions by supplying 
informations regarding availability of raw-material, 
capital, and critical skill and facilities of trans-
portation and other related factors. At the establi-
shment stage, it provides various ttseful informations 
pertaining to den^ and and supply, market characteristics, 
competitive trends, likes and dislikes of the potential 
buyers etc. And, finally at the developmental stage, 
it supplies factual informations for studying the po-
ssibilities of new technioues, new processes and their 
application in improving quality and design of indus-
trial and consumer products, reducing the cost entailed 
in increasing the attractiveness of products among the 
existing and potential buyers. Hence, market research 
is essential for product development programme. But, 
it cannot by itself solve a firm's business problem. 
What it can do is to narrow the field of uncertainty 
in which the particular business problems are set and. 
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thereby, facilitate effective decision making. This 
underlines the need of a comprehensive product dev-
elopment programme. 
As discussed earlier, a product development pro-
gramme in prodviction studies that before the actual 
process of production is undertaken, a manufacturer 
must take into consideration the objective of consumer 
satisfaction as his ultimate goal, which requires a 
systematic study of the consumption patterns of the 
consumers. Secondly, for the purpose of laying solid 
foundation for the growth of business and for reducing 
the risk of loss, available means should also be pro-
perly investigated and analysed. Thirdly, it is also 
necessary to study as to how much emphasis would be 
laid on innovation and developmental efforts. Finally, 
he must also view as to what type of organisation is 
to be adopted. Just as in production, in distribution 
also product developnent prograifime studies whether the 
market does exist for a particular product and if it 
does not whether it is possible to create a market for 
the product, what techniques and methods for marketing 
the goods are to be adopted and various other important 
aspects of marketing of goods. In other words, while 
undertaking actual process of production and distri-
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button of goods, product analysis, market analysis, 
consumer analysis and value analysis should be made 
by the manufacturer from the point of view of succ-
essful irunning of a business unit. 
Hence, the effective role played by the Marketing 
Research in the successful implementation of a Product 
Developnent Programme can hardly be over-emphasised, 
CONCLUSION; 
It emerges from the above discussion that product 
develojxnent programme occupies an important place in 
the modem industrial set up from the point of view 
of successful running of an industrial enterprise. 
Although it has made some headway during the last few 
years, the momentum is slow considering the pace of 
progress of small scale industrial sector. As a matter 
of fact, both market research and product development 
are inter-related. But market research, if separately 
applied, cannot give fruitful results as it requires 
a comprehensive product development programme which 
can make an effective use of the informations provided 
by it. Similarly, a product development programme can-
not be effectively formulated and im.plemented in the 
absence of market research as it requires intensive 
investigations and inquiries for the purpose of 
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fonnulation of policies and planning the production 
and distribution of goods. In a nutshell, effective 
planning of productive and distributive activities 
can only be done if adecuate related-inforinations can 
be had at hand. 
Thus, marKet research by providing such informa-
tions as actions and reactions of the consumers to 
the product, the extent of the competition, the 
distribution practices and sales techniques of the 
different manufacturers existing in the market works 
as an aid to product development programme. Although, 
various techniques of product development prograinme 
are now increasingly been em.ployed in large as well 
as small scale industries, the m.arket research as an 
aid to product development, prograrrjne has not yet been 
laid any stress. Market research should, therefore, 
form an integrated aspect of the v;hole process of 
product development. As product development programme 
is a costly and time-consum.ing affair, it cannot be 
easily undertaken by the small scale industries on 
large scale and comprehensive basis. Kepce, a typical 
"need-based" design of product development for small 
scale industries is called for. This aspect of the 
problem forms the subject-matter of the next chapter. 
Chapter V 
Designing a Product Development 
Programme for Small Scale Industries 
CHAPTER V 
DSSIGl^ TING A PRODUCT DEVELOPMENT ?ROGRA^F.E FOR 
SMALL SCALE INDUSTRIES 
INTRODUCTION: 
In the preceding chapter the role played by 
market research in product development programm.e 
has been discussed. The conclusion dra^ m^ is that 
a comprehensive product developm>ent programjne for 
small scale industries cannot be chalked out with-
out an aggressive market research programme. Market 
research is, therefore, an integral part of product 
development programme, Hov/ever, the successful 
implem.entation of product development programme in 
the sm>all scale industries needs special desic/n-
ing conforming to their requirem.ents. It is in 
this context that an attempt has been made in this 
chapter to design in a logical manner a "need-based" 
product development programme suitable for small 
scale units. 
Before doing so, it seems essential to discuss 
at som.e length the steps so far taken by the Gover-
nment of India for product development in the small 
scale sector. 
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PRESENT POSITION OF PRODUCT DEVELOPMENT; 
The Government of India through the Development 
Comndssicn, Small Scale Industries (DCSSi) with the 
Small Industries Service institute (SISl) in each 
State and with the Quality Marketing Centres (QMC) 
is providing assistance and guidance to small scale 
industries for improving their products quality. As 
a result, significant progress has been made in this 
respect by the small scale industries during the 
last decade but, the momentum is slov;. At present, 
this sector accounts for almost all the items of 
production in the countryt like clinical thermometers, 
clips, steel wool, wood, wooden electrical accessories, 
pencil sharpeners, hair clippers, spectacle hings, 
shoe cylets, hob nails, animal shoe nails, press buttons, 
plaster broards, playing cards, measuring cotton tapes, 
gramophones, fire works, nail cutters, garr pnt buckles, 
metal buttons and badges, hair pins, hanc-bumbering 
and cheque writing machines, leather-foam garments, 
glass fibre, tape cloth, sleevings, gas burners and 
cooking ranges, poultry equipment, graphic crucibles, 
weights, gun metal bushes etc. The contribution of 
small scale industries to the national production was 
more than 50 per cent upto 1970 of the following 
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articles : danestic electric accessojries, electric 
cell bells, metal-clad switches, domestic wireless 
receivers, mechanical toys, wire netting and wire 
mesh, expanded metals, barbed wire, rolling shutt-
ers, beam scales, upholstery coil spring, wood scr-
ews, coolant pumps, cycle pumps, bicycle tube values, 
sealed beams, spring washers, industrial brushes, 
machine screv/s, snap fasteners, microscope, fountain 
pens, spectacle frames, pressure cookers, oil press-
ure stoves, stapling machines, paints, and varnishes, 
polythene tubing, polythene laminated products, paper 
cones and cubes, corrugated paper and bound, paper 
products used in packaging, sensitised paper, tape 
recorders, ball point pens and refills, absorbent 
cotton, black insulating tape, loud speakers, ampli-
fiers, flexible metallic tubing, diamond tools, hypo-
dermic needles, machine shop devices, conduct pipes, 
steel furniture, plastic articles produced by compre-
ssion moulding technicrues, by fabrication and cavvum 
forming, plastic blow moulded containers, rectifiers, 
battery chargers, voltage stablizers and boosters 
metallic yam, flooring and rooting tiles, leather 
footwear and hose pipes. 
1, Small Scale Industries Report, Development Commi-
ssion, Small Scale Industries, Ministry of Indus-
trial Develoj:ment and International Trade, 1969-70, 
p.3, 
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Facilities pertaining to standardisation and 
quality control are also being provided by the Dev-
elopment Commission, Small Scale Industries, Small 
Industries Service Institutes and State Quality 
Marketing Centres. In many cases, Indian Standards 
Institution has carried out special investigations 
to find out ways that suit the small scale producers' 
interest. Standards for sport goods constitute a case 
in point, A special investigation was also carried 
out to standardise raw-materials and constructional 
details and to evolve suitable tests for assessment 
of quality , These standards give guidance to manu-
facturers in satisfying certain essential character-
istics such as concentricity of cricket and hockey 
balls, mechanical balance of rackets for what is men-
tioned as a "feel" of players, proper resilience of 
handles and the like. This approach is not confined 
to sport, goods or any particular sphere of industry. 
Apart from this, investigations have also been under-
taken whenever a sound basis for standardisation was 
found lacking and had to be established. 
The ISI Certification Marks Scheme has also been 
introduced in the small scale industrial sector to 
establish standards by rectifying defects in the course 
of production and improve the q"uality of the products. 
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It is a third party gxiarantee to the purchaser that 
the goods have been inspected, tested and certified 
by, or prepared under the supervision of a competent 
agency and may be purchased with a reasonable assur-
ance of quality. Since its introduction in 1955 
about 2,400 licences have been issued covering a wide 
range of goods of the annxial production value of 
Rs.4,300 million-^. For ISI Certification under Quality 
Marking Schemes the small scale industries can also 
utilise the testing facilities available with the 
Small Industries Service Institutes, Extension Centres 
and State Government laboratories wherever they exist. 
With the application of Quality Control techniques, 
the small units have been benefited to a significant 
extent in the improvement of quality, enhancement of 
productivity and reduction of costs. To promote quality 
control in small scale industries, Indian Standards 
Institute has held training programnie in collaboration 
with Small Scale Industries Development Organisation, 
Indian Statistical Institute, and National Productivity 
Council, These programmes aim at imparting working know-
ledge of the basic principles and procedures of quality 
control to enable the trainees to introduce these ideas 
in small scale units. The programmes lay particular 
1, Small Scale Industries, Development Ccxnmission, 
Small Scale Industries, Government of India, 
Special publication, 1971, p.89. 
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emphasis on the importance of inspection and testing 
schemes leading to quality guarantee by a third party 
like Indian Standards Institute. 
Apart from this, the Development Commission, Small 
Scale Industries, through its different agencies, is 
providing special assistance pertaining to product dev-
elopment, by conducting different types of market rese-
arches, to only those selected industries \'jhich have 
export potentialities or whose products are in great 
demand. It undertakes programmes of assistance in the 
form of three types of surv^ eys namely. Distribution Aid 
Surveys, the Industry/Product Market Surveys and Commo-
dity Surveys of particular products as discussed below: 
1. DISTRIBUTION AID SURVEYS; 
Such surveys are undertaken on the specific request 
of a small entrepreneur. Till recently, it was a free 
service but now a nominal fee is charged from the requ-
esting party. The survey report is divided into two 
parts. The first part discusses the supply and the demand 
perspective of the product in general and the second 
part analyses the status or the position of the specific 
brand in the market on the basis of price, quality and 
other sales-features compared to the competitive brands 
in the market. It also contains the recommendations made 
- 222 -
to the entrepreneur for improving the (juality of the 
product, 
1, INDUSTRY/PRODUCT MARKET SURVEYS; 
The Industry/Product Market Surveys are undertaken 
not on behalf of any particular producer but on the basis 
of the preliminary data available wit?i the Economic Iiw— 
estigation Division of the Office of the Development 
Commission, Small Scale Industries, in consultation with 
its counterparts in the Small Industries Service Insti-
tutes, These surveys have been prepared for the products 
having export potentialities. The reports of these surveys 
are circulated amongst the small undertaking associations 
and the major small entrepreneurs in order to make impro-
vements in the quality of the product. 
3. COMMODITY SURVEYS OF Pi^ J^ TICULAR PRODUCTS; 
Another institution namely, the Indian Institute of 
Foreign Trade undertakes comisiodity sui"veys of particular 
products manufactured in both the large and small scale 
sectors of the industry with a view to studying their 
export potentials and prospects. The Institute has so 
far completed a number of such studies for the products 
such as costume Jewellery, curry powder and paste,safety 
razor blades, gray iron castings, preserved fruits and 
vegetables, hoisery goods, electric fans, electric lamps 
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etc. Recently, the Institute has undertaken cornrnodity 
surveys of sports gooc3s, bicycles and bicycle parts, 
sewing machines, woolen and cotton hoisery, scientific 
instraments, certain machine tools, bxailders' hardware, 
domestic electrical applicances, steel furniture, sto-
rage battery, leather footv;ear etc. These sur^/eys 
provide informations relating to the overseas markets 
tapped up by the manufacturers of the above products 
in matters of prices, quality, trade terms etc. 
These informations are no doubt essential and use-
ful from the point of view of taking valuable decisions 
about various com.i^ lex business problems concerning pro-
duction and marketing of goods. But, merely by provi-
ding such infonnations, the development of small sector 
can hardly be achieved. It is possible only when the 
small manufacturers are suggested properly the ways 
and means to make improvements in the existing system 
of production and distribution in order to improve 
the quality of products. Due to several limitations, 
only a few small scale producers make use of these 
informations and the rests are not in a position to 
make an effective use of the assistance provided. Fur-
ther, in the reports of commodity surveys undertaken 
for a particular product manufactured by the sm.all and 
large scale sectors of a particular industry greater 
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stress is laid on large scale producers and less on 
small scale industrialists. As a matter of fact, the 
small producers are not only neglected but they are 
also not provided with proper guidance and assistance. 
Quite a large number of small scale industries are 
still running on traditional lines. Only those units 
which have registered themselves are being provided 
assistance and guidance by the facilitating institu-
tions. Moreover/ in the development programmes so 
far chalked out, the problems of different industrial 
units are considered on comprehensive scale. 
It is qi-iite clear from the above discussion that 
the steps so far taken by the government of India for 
the development of products of small scale industries 
are inadequate and do not satisfy the requirements of 
this sector. Under such circumstances, the development 
of small scale industries is hardly possible without 
the introduction of a product development progranme 
in this sector. 
NEED FOR PRODUCT DEVELOPMENT PR0GRM1KS IN SMALL SCALE 
INDUSTRIES : 
Sooner or later, practically every product is 
either replaced by another one or denerates into profit-
less price competition. This calls for Product Develop-
ment Programme in every business unit; big or small. 
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but the need is greater in the later case due to the 
reasons mentioned below : 
!• DjADEQUATE MARKET ANALYSIS; 
Due to inadequate market analysis a majority of 
small scale prod.ucers are manufacturing goods without 
making any arrangement for assessing consumer's action 
and reactions to the products. There production policy 
is based on their own conveniences and profit margin, 
and they produce only those goods and commodities the 
production of which is of a simple nature. They do not 
care for the preferences and choices of the potential 
buyers in the market. In a sellers market, whatever 
is produced is absorbed in the market. The producers 
generally do not know that market conditions are not 
static. Sellers market sometimes gives rise to buyers 
market in which only those businessmen gain whose pro-
ducts are of the desired quality and requirements of 
the consumers-^. Only a few units in our country are 
producing sophisticated goods keeping ihe idea of buyers 
market in mind. They too take into account only Indian 
conditions. They have no consideration for international 
market. As a result, the exports of these industries 
are not up to the m.ark. Since they lack uptodate knov;-
ledge of market conditions, they are not in a position 
1, Based on discussions with the management of Small 
scale units. 
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to make improvement in the quality of existing products. 
Consequently, their products fail to attract the atten-
tion of buyers in the market, 
2. PRODUCT DEFECTS: 
There is no denying the fact that there is a dearth 
of modem machines, equipments and technical know-how 
in small scale industrial sector. The manufacturers are 
still using old fashioned machines, tools, equipments 
and techniques of production. As a result, much of tfee 
time, energy and raw-matexial are wasted and, hence, 
the goods produced by small scale industries do not 
penetrate into the market because they are costly,def-
ective and are of poor quality. No testing device to 
check the defects of the products is used by the small 
entrepreneurs. Hence, the products manufactured by the 
small scale industries are found defective and inferior 
in quality as compared with similar products manufact-
ured by the large 3cale industries, 
3. HIGHER COST THAN ANTICIPATED: 
It has also been observed that the goods produced 
by small scale industrial units are costly as compared 
with large scale industries. The reason is that the small 
scale units are using traditional technology, due to 
which much of the raw-material, labour and capital is 
wasted which ultimately results in higher prices and 
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leads to smaller sales than anticipated. Due to shortage 
of capital the small producers are not in a position to 
instal modem machines and equipments. The other reason 
of high cost of production is that the small scale units, 
because of their small-size and scale of operation, are 
deprived of the advantages of mass-production such as 
internal and external economies. Yet another reason 
of high cost of production is that the productive capa-
city of these units remains under-utilised due to a var-
iety of reasons such as shortage of raw-material and 
power supply, lack of technical know-how, modem methods 
and techniques of production etc. On the other hand, 
large scale industries enjoy all the benefits of mass 
production (internal and external economies) by virtue 
of their large size and resources which, in turn, lead 
to a lower cost of production. They have no such prob-
lems as are faced by the small scale industries, and, 
thus, the large scale units dominate over the small 
units in the production of similar articles. 
4, COMPETITION; 
The small scale industries are lagging much behind 
the large scale industries as the former are not in a 
position to compete with the latter in matters of sale 
of articles of uniform characteristics and purchase of 
raw-materials. Due to shortage of finance the small 
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manufacturers are unable to conduct market research 
programme to find solutions of the problems of market-
ing of goods. Price reduction techniques adopted by the 
large scale units adversely affect the growth of small 
scale industries. Apart from this, there is competition 
in the purchase of raw-material also. The small manufa-
cturers generally get raw-material of inferior quality 
at high-price and sometimes they do not get the supply 
of even inferior quality at any price which ultimately 
becomes a cause of failure of these units. 
The small manufacturers generally do not know wheth-
er they are facing price or non-price competition in the 
market. While competing price-wise, they should assume 
the existence of a particular demand curve and try to 
increase the amount of product sales by lowering the 
price which is asked. If the demand curve is elastic, 
the total revenue of a firm can be increased by such 
action, for the number of units sold increases more than 
the proportional reduction in price. One of the biggest 
problems, of course, with regard to both price and non-
price competition is the determination of what one's 
demand curve actually is. Although, economists base 
considerable analytic work on assumed demand curves, 
few businessmen have any satisfactory idea of the shape 
of the demand curves for their respective firms. 
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This is yet another area in which a small manufacturer 
needs to be well-acquainted. 
Non-price competition is designed to increase sales 
volume by shifting the demand curve to the right or to 
maintain sales volvmie by preventing the demand curve 
from shifting to the left, A variety of techniques are 
used in non-price competition, the chief among them 
are strong personal selling, advertising and fashion 
promotion, high-cruality, and extensive service. Even 
when undertaking price-competition, one finds non-price 
competition necessary to some extent, since, for price 
cuts to be effective, they must be advertised. 
There are many good aspects to be mentioned regard-
ing the various methods of non-price competition. Adver-
tising can do much to educate consumers about such 
things as the availability of new products, and it per-
mits manufacturers to enjoy greater stability of price 
and to increase sales volume. High otiality and service 
make a consumer's shopping easier and more pleasant,and 
fashion affords considerable satisfaction to num.erous 
consumers. Non-price competition tends to give one a 
strong hold on customers, increasing the security of 
one's operations. Furthermore, when one attempts expan-
sion of operations through reductions in prices, it is 
relatively difficult to reverse that position and subse-
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quently raise prices without creating ill will and 
losing substantial sales volume. VThen one undertakes 
expansion through an advertising compaign, he is 
relatively free at any time to increase or decrease 
the amount of advertising v:ithout being subjected 
to criticisn^ . from custoniers, 
^» INADEQUATE SALES FORCE; 
Marketing of goods requires the services of high-
ly qualified and trai'ied staff. Due to limited resour-
ces the small producers cannot employ experienced and 
expert hands for the purpose of sales promotions. It-
has also been experienced that those business units 
which employ salesm.en for the purpose of sales promo-
tion fail to achieve the objective because of the faet 
that they are insufficiently trained and not properly 
motivated to do the necessary- job. Hence, the demand 
for the products of small scale industries is cons-
tantly decreasing in the market due to inadequate 
sales force. On the other hand, large scale units by 
applying adequate sales force are successful in their 
objective of creating m.ore demand for their products 
and serving their m.arkets efficiently and expeditiously, 
Hence, the products of small scale ind\istries fail to 
capture the demands of the consumers in the market. 
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6. INSUFFICIENT MAmCETING EFFORTS: 
As discussed earlier in the preceding chapter 
the small scale manufacturers prefer to sell their 
products on adhoc basis in the nearest market beca-
use of the fact that they run their business alone 
and that is why they concentrate more on production. 
To them marketing is secondary business. The other 
reason that keeps away the amall manufacturers from 
marketing practices is that they lack the m.ethods 
and techniqoies of marketing of goods and knov/ledge 
of the marketing conditions such as how to sell, 
where to sell, when to sell and at what price to sell, 
who are their potential buyers, what are their likes 
and dislikes, habits customs and system.s, what type 
of competition is prevailing in the market etc. Those 
manufacturers vrho deal with the entire marketing fun-
ctions also lack the perfect knowledge of the market 
conditions. V^ T-iatever efforts are made by them, for the 
purpose are found not only insufficient but also in-
compatible to the present day requirements. 
7« POOR TD4ING ; 
VJhen the goods are produced, the small producers 
try to dispose them^  off as soon as possible without 
taking into account the time factor. Due to non -
availability of storage facilities, means of transpor-
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tation and communication and proper marketing know-
ledge, they are not in a position to v/ait for the 
most suitable time to introduce a new or im.proved 
product in the market. Hence, because of poor 
tim.ing of introduction, many products of small 
industries become technically obsolescent betv/een 
the conception of the idea and the commercialisation 
of the product and ultimately they lose their market 
share. 
8. WEAKNESSES IN DISTRIBUTION; 
The system of distribution of goods in small 
scale industrial sector is also defective. Many 
units either fail to select proper trade channels or 
perform a poor job in promoting the product to the 
wholesalers and retailers. Weakness in distribution 
of goods creates a bad impression in the minds of 
the consumers about the product which ultimately 
becomes the cause of failure of the business. The 
selection of proper channels of distribution creates 
goodv/ill about the product in the market as the con-
sumers prefer to select only those qualitative goods 
which are regularly supplied and easily available 
at the right price, at the right time, and at the 
right place as per their requirements. Apart from 
this, when goods move slowly the unsold or not-yet-
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sold items pile up in the factory warehouse, in the 
channels of trade, or in the inventory of finished 
goods. All this ties up a part of the total pool 
of resources - material, money, machinery.' and man-
power. Thus weaknesses in distribution affect the 
small scale industries adversely. 
Due to these reasons, the small scale industries 
have not yet been developed on sound lines and they 
are not in a position to compete with large scale 
industries in the domestic as well as in the foreign 
markets. All this underlines the need for product 
development prograrrame based on market research in 
the small scale industrial sector for their moderni-
sation, promotion and rationalisation. 
After having discussed the present position and 
the need of product develora-nent programme in the small 
scale industrial sector, it seems worthwhile to discuss 
at some length the concept of a "need-based" product 
development programme for small scale industries. 
NEED-BASED PRODUCT DEVELOPMENT PROGRAMME FOR SMAL.L 
SCALE INDUSTRIES : 
As discussed earlier, product development programme 
dealing with two major aspects of manufacturing and 
marketing of goods, renders useful and valuable ser-
vices to the small manufacturers in taking valuable 
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decisions pertaining to production and distribution 
of goods. But the introduction of such a programme 
in the small scale industrial sector is a difficult 
task because of their small-size and limited resour-
ces , In other words, product development programme 
is a costly and time-consuming affair* and it requires 
the services of highly qualified, specialised and 
experienced personnel. In addition to this, it is 
an established fact that due to shortage of funds 
the small manufacturers are not in a position to 
conduct a comprehensive market research progranime 
for increasing production, reducing cost and im,prov-
ing the quality of products. They are even unable 
to hire the services of trained and experienced per-
sons for the purpose of sales promotion due to their 
limited resources. Lack of finance is a serious draw-
back as the artisans and small scale industries do 
not have sufficient funds of their own for install _ 
ing modem machinery and tools and storing raw-mater-
ials and finished products , Now the concept of small 
scale industries has changed in the wake of techno-
logical revolution. The term small scale industries 
1, Reserve Bank of India: Seminar on Financing of 
Small Scale Industries of India, 1959, Vol. II, 
p.3, 
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is referred to modem small scale enterprises using 
modem equipment, techniques of production and mana-
gement. As such/ they can afford product development 
programme of their own. Even then it is observed 
that small scale industries as compared with large 
scale industries are facing the problem of lack of 
resources. Under such circumstances, t?ie only alter-
native left is to design a product develop;lent pro-
gramme in such a way as may be suitable for them. 
In other words, instead of introducing a comprehen-
sive product development programme a 'need-based* 
product developpnent programme should be initiated 
in the small scale industrial sector. A need-based 
product development programme is that which helps to 
achieve some specific goals or objectives of the 
enterprise at relatively low cost and in a very short 
period of time. For instance, the product of a small 
unit is lagging behind the maturity phase. Hence, 
the developmental efforts should be concentrated on 
revitalising it through new packaging, repricing or 
product modification. The different strategies adop-
ted at this stage to expand sales are increasing 
frequency of the product's use, developing more varied 
uses of the product, attracting new users, and finding 
new uses for the product.TheS^e strategies will
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the small scale industries in designing a 'need-based' 
product development programme at relatively low cost. 
A product development prograimie should, therefore, be 
designed to achieve some specific goals and objectives 
as a means to an end, not an end in itself. Just as 
a carpenter looks at the job to be done before select-
ing the tools best suited to it, the management should 
analyse developmental tasks before designing the pro-
duct development programme. To design a product dev-
elopment programme on the above lines and to make the 
best use of it within the framework of small scale 
industries will not only help to tide-over financial 
difficulties, but will also help to achieve the des-
ired goals with limited resources. 
DESIGNING THE PRODUCT DEVELOPMENT PROGRAI'IME. 
The task of designing a product development pro-
gramme for small scale industries is not an easy one. 
Great care is needed for the purpose because of the 
peculiar features and characteristics of such units. 
However, the management can chalk out the programme 
piece-meal or step-wise. These stejJs can be classified 
into three broad stages : At the primary stage, the 
management should prepare the necessairy ground work 
and lend whole hearted support to the programme 
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keeping in viev/ the basic goals of the enterprise. 
At the secondary stage, the various problems should 
be determined specifically and necessary adjustments, 
changes, or modifications should be made in redesign-
ing the programme if the need is felt. At the final 
stage, the task of product development programme 
should be entrusted to a team of persons equipped 
with necessary skill and acumen. 
Thus, a good design for product development pro-
gramme is that which permits satisfaction of a goal 
in the most efficient manner; but like other good 
things in life, such a design is not found. Much 
hard work and tedious analysis is needed for its 
preparation, V/hile designing the product development 
programme, a small manufacturer should consider the 
advices of all those engaged in performing the task 
of product development. It would help in designing 
the exact and appropriate structure for product 
development programme and accomplish the very purpose. 
The point to be emphasised here is that the design 
developed in this manner should be best suited to 
the tasks confronting the small enterprises in the 
country 
GUIDING PRIHCIPLES FOR DESIGNING A PRODUCT DSVELOPMENT 
PROGRAI-t-lE : 
Some guiding principles of designing a product 
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development programme for small scale industries should 
be taken into consideration. These guiding principles 
are as follo\vs : 
^1) Availabil_itv of resources; 
Available means with the enterprise should be 
properly analysed and investigated before designing 
a product development programm.e. It is, therefore, 
essential for the management to decide first of all 
the nature of the product developm.ent programme and 
to see whether it is to be used to improve the exist-
ing processes or to develop new products and processes. 
The latter should not be attempted on an inadecjuate 
budget. The capital requirements of each programme 
should be estimated in anticipation to avoid over and 
under expenditure. The point to be emphasised here 
is that the developmental programme should be designed 
within the limit of available resources so that it can 
be implemented successfully without putting financial 
strains on the enterprise. For the purpose of meeting 
further financial requirements of the product develop-
ment programm,e the follo\'^ ing techniques should be 
adopted : 
(a) The improvement of existing processes should be 
related to the annual savings resulting from the 
imp rovement. 
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(b) The development of new products should be 
related to annual sales value of, or gross 
margin of profit on, the new products. 
(c) The development of existing products should 
be related to the annual sales value or gross 
margin derived from the imjDroved products. 
^ 2 ^  Determination of Objectives; 
The most important and fundamental principle 
to be followed in the development of an effective 
designing is the recognition of, and conformity 
with, business objectives which determine the goals 
established for guiding the total efforts of the 
enterprise. No business unit can grow and prosper 
in an orderly and progressive raanner unless goals 
are well-defined and objectives detennined to guide 
its progress. Greater emphasis should, therefore, 
be laid on the objectives while designing a product 
development programme. Moreover, well-defined 
objectives enable a person to approach a problem 
systematically and efficiently, 
-^^  ^  Defining the tasks to be performed; 
To assign responsibility to a man without explain-
ing the tasks to be performed by him will place him 
in an awakward position with the consequent loss of 
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initiative. Defining clearly the tasks to be performed 
is, therefore, of paramount importance from the point 
of view of achieveing the objectives of the enterprise. 
From the point of view of administration and management 
a design is constnicted to execute a programme. But no 
plan or programme, irrespective of the fact whether 
it is well designed or not, can be successfully under-
taken in the absence of job description. Written job-
descriptions are not only useful for the communica-
tion of information to those engaged in different 
developm.ental tasks but also for filling up the newly 
created positions. Each person should therefore know 
his exact place and the part he has to play in the 
developmental plan designed to achieve the objective 
of the enterprise, 
(4) Flexibility: 
Flexibility is essential for any framework and 
constant scnaitiny is desirable to maintain that flexi-
bility. Rigidity is contradictory to product develop-
ment programme. As the purjjose of designing a product 
development programme is either to produce new products 
and processes or to improve existing products and 
processes, therefore it is essential that the programme 
should be so designed as to maintain flexibility and 
achieve the goals of an enterprise. Although , a 
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"need-based" design of product development programme 
depends to a large extent on the nature of the pro-
duct, it should conform to the scientific and tech-
nological advances which pose serious problems to 
the small scale industries, 
(5) Cooperation; 
In small business the task of product development 
is generally considered as an extra job which each of 
the departments has to accomplish in addition to its 
other important activities. Whereas, the successful 
implementation of the programme calls for team work 
and cooperative efforts on the part of various dep-
artments . All m.ajor functional areas should, there-
fore, take active part in developing a design for 
product development programme in order to make it 
successful. Thus, the task of designing a product 
development programme needs an integrated approach 
with all the departments actively engaged in the 
developmental activities* 
(6) Manageability and control; 
Product development programme should be designed 
in such a way that it can be managed easily and effi-
1, Klipstein, K.H.; Philosophy of New Product Develop-
ment, Chemical and Engineering News XXVI (June 7, 
19 48) pp. 1691-93. 
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ciently. For the purpose the programme as a whole 
should be riivided into different manageable propor-
tions and designed in such a manner that may avoid 
over-loading of work and ensure effective control. 
The control function emphasises that the actual 
operation should be in consonance with the plan 
already formulated. No executive can predict the 
future with certainty, and thus there is the pro-
bability that events may occur necessitating changes 
or modifications in the plan, organisation or even 
in the objectives. Effective control involves 
anticipating how the people act and react in a given 
situation. Once this is known with reasonable cer-
tainty, the management can adjust its decisions to 
the changing conditions. To control the affairs of 
an enterprise, management should establish standards 
to measure the performance of work, obtain reports 
to understand actual thinking and attitudes of the 
people within the organisation, and supervise people 
engaged in different developmental tasks. Hence, 
manageability and control of the product development 
programme should also be taken into consideration 
while designing a prograinme for product development. 
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Thus a 'need-based' product development programme 
designed on the lines suggested above will serve the 
purpose of small scale industries to a great extent. 
But, it cannot be initiated effectively in the small 
scale industrial sector unless it is backed by an 
integrated and effective organisation, 
ORGANISATION FOR PRODUCT DEVELOPMENT PROGRAI^E; 
Organisation in a static sense is a structure 
manned by a group of individuals who are working to-
gether for a common goal. In a dynamic sense, orga-
nisation is a process of welding together a framework 
of positions which can be used as a management tool 
for the most effective pursuit of the g&als of an 
enterprise. In short, organisation defines the part 
which each member of an enterprise is expected to 
perform and establishes relations between such 
members to the end that their concerted endeavor 
shall be most effective for the purpose of the enter-
prise , Mooney and Reliey describe organisation as 
" the form of every human association for the attain-
ment of a common purpose". They visualise it as the 
process of ,relating specific duties or functions 
1, Alvin Brown, Organisation, a Formulation of Prin-
ciple, Hilbert Printing Company, New York, 1945, 
p.6, 
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1 in a coordinated whole" , In t h e i r treatment, they 
emphasise "the i n t e r - r e l a t i o n of duties as well as 
p 
duties in themselves" , 
From the above definitions, it is clear that 
identification and grouping of work, delegation of 
responsibility and authority, establishment of rela-
tionships — are the essential features of an orga-
nisation. It embraces the duties of designating the 
departments and personnel that are to carry on the 
work, defining their functions and specifying the 
relations that are to exist between departments 
and individuals. 
Furthermore, a clear distinction should be made 
between organisation and departinentalisation, A 
department is analogous to an enlax'ged individual i.e., 
it is a group of indivmduals organised for some spe-
cific purpose. An enterprise may be vjell departm^enta-
lised but still be poorly organised. Thus, the work 
of organisation embraces not only the relations that 
are to exist betv/een departments but also the rela-
tions of indivuduals v/ithin each departm.ent. In this 
v/ay, it implies not only a irarpose or a set of pur-
poses but a form appropriate to carr^' on the activi-
ties to achieve the objectives of a b\.isines3 unit, 
1. Jarnes D, Hooney and Alan C.Reiley, The Frincioles 




The v/ork of thus organising an enterprise is 
usually entrusted to the general manager and his 
advisors. If the forra of organisation is sirr.ple and 
obvious, it will consist largely of selecting compe-
tent personnel. But the increased size of rriany modern 
industrial units and the grov,'th of the scientific 
backvjard both in manufacturing processes and marketirg 
processes have given rise to specialists in oroanisa-
tion, whose advice may be essential or atleast help-
ful to the manager in seeing that men, m.aterials, and 
equipm.ent are functioning properly for the achieve-
ment of the desired goals. 
LMFORTPaMCE OF ORGMIISATION; 
The organisation structure provides a relatedness 
among tasks and responsibilities as well as people. 
It also determines the nature of work to be done by 
different personnel in various sections and depart-
ments. Under a well organised concei-n, the system of 
comiimnication patterns usef\il to executives and v,'orkers 
are provided so as to fulfil the m.ain objectives of 
the organisation. Further, it determines the decree 
of status and prestige of men e;mployed in the concern. 
Delegation of authority and responsibility is made 
effective through organisation. Not only this, a 
sound organisation also helps greately the continuity 
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and success of the e n t e r p r i s e . The importance of 
organisat ion can be comprehended froo! the fact tha t 
organisat ion i s not merely a cViart — i t is the 
machanism through which management d i r e c t s , coordi-
nates and controls the en t i r e business a f f a i r s . 
I t i s indeed the foundation of m.anagement. If the 
organisat ion plan is i l l -des igned , i t i s merely a 
make-shift arrangement, then management i s rendered 
d i f f i c u l t and inef fec t ive . If, on the other hand, 
i t i s log ica l , c lear -cu t and stream-lined to meet 
the present day requirements, then the requirements 
of sound m.anagement can be achieved, A sound organi-
sat ion should, therefore , f a c i l i t a t e effect ive mana-
gement and smooth operation of an e n t e r p r i s e . 
At a time v/hen business i s undertaken, various 
problems a r i s e , and i t i s for the businessmen t o 
handle these problems, Ke v/ill have to decide v;hat 
to do, hox^ r much to do, and when to do. Even the d i s -
t r i bu t ion of work according to functions wil l have 
to be made by him. Decision-making and d i rec t ing others 
in the business are the addi t ional functions tha t 
are involved in the organisa t ional se t up. Thus, i t 
i s v/ith the growth of business tha t departmental isa-
t ion and d i f fe ren t i a t ion of s t ruc ture and functions 
become necessary for the organisa t ion . 
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Hence, it is within the framework of an organi-
sation that the enterprise grov;s. Beyond the organi-
sation structure, no expansion or diversification 
of a unit can proceed. 
We have discussed at length the definition, ess-
entials and importance of an organisation. Nov; it 
seems worthwhile to discuss different forms of orga-
nisation for product development programme that suit 
small scale industries, 
TYPES OF ORG/^ISATIOM FOR PRODUCT DEVELOPMENT PROGRAMME: 
To meet the requirements of product developnent 
programme there are three basic forms of organisation 
as mentioned belov/ : 
(a) NEW PRODUCT DEFMITMENT : 
The need for a new product departm.ent or product 
planning department has been increasingly felt for 
the last few years• Generally, a new product depart-
ment consists of not more than a team, of four to five 
persons. Staffing tn the department usually includes 
persons experienced in marketing management and 
market research. This is because of the fact that 
the smooth functioning of new product department 
requires an efficient team of persons, well-ecuipped 
with adequate knov/ledge in marketing strategies, 
consumer behaviour, innovative skill and inquisitivG-
ness for research and development. 
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(b) INTER-DEPARTMENT PRODUCT TEAMS: 
Behind most successful new products has been a 
product development team, whether formal or informal* 
Such a team may consist of the Sales Manager and 
Development Engineer in the case of a small business 
or a team of about five persons drawn from each major 
functional areas such as marketing, manufacturing, 
engineering, research and design, and finance and 
control in case of a large business with extensive 
new product activity. The team should be accountable 
to a new product director or to a new product develop-
ment comrdttee. 
( c ) NEW PRODUCT CaiMITa^EE: 
The formation of a new product comm.ittee is fre-
quently a step which precedes the establishment of 
a new product department. Often the committee is re-
tained after the new product department is established, 
Many firms have found that both can play a useful role 
in the new product development programme. But there 
are inherent dangers in the use of a new product 
committee. Experience shov/s that if a committee is 
established or* it seeks to act as a substitute for 
individual responsibility and initiative with regard 
to new product problems, it will prove ineffective, 
A new product committee is frequently used by top 
execitoves as a senior ar'viso ry boatd to assist in 
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the review and evaluation of nev; product plans. If a 
coirmittee is used to avaluate new product decisions 
without adequate staff work being previously done, 
it will not work wisely. On the other hand, if a new 
product committee is set up as a group to recommend 
policy and is backed by competent staff for making 
judgements, it can function effectively. 
However, the committee type of organisation is 
more popular now-a-days and it occupies an important 
place in the large scale businesses, although it can 
be formed at any level of operation or staff function. 
Sometimes, if situation demands, some of the committees 
may also include both workers and supervisors. It is 
also not uncommon to form, committees entirely of 
workers. 
In practice, the task of product development is 
usually assigned to a single department or a committee, 
or both. But when the responsibility is assigned tof.a 
single department, it is observed that without the 
cooperation of all the department that may have any 
concern with product development, the objective cannot 
be achieved. Many firms hold instead, that only commi-
ttee action, with all groups cooperating can achieve 
the objectives of the enterprise. Many firms have had 
success in facilitating product developm.ent with the 
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committee type of organisation and it certainly would 
be foolhardy for any management to delay adopting 
such a form of organisation if it would ensure good 
results. It has been observed that a majority (60 per 
cent) of companies do use some kind of committee 
organisation . In countries with dem.ocratic set-up, 
the committee type of organisation seems to be most 
successful because it represents larger interests. 
But the failure rate of four out of five new products, 
however, indicates that many companies are having 
difficulties and that perhaps the committee type 
of organisation is not the whole answer. 
From the above analysis it is clear that an ideal 
organisation for launching a product development pro-
gramme is that which provides means for controlling 
a vital part of the units' total efforts, for spe-
cifying assignnient of duties and responsibilities, 
for getting an important job done effectively and 
for coordinating persons of different functional 
areas working together to make the new product Dev-
lopr^ ent programme a success. 
Hence, the main task of organisation is to 
select and combine the efforts of men of proper 
1. Samiuel, C.Johnson and Conrad Junes, "How to 
Organise for New Products". Harward Business 
Review, May-June,1957,pp.49-62. 
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characteristics so as to produce the desired results, 
AN ALTERNATIVE STRATEGY ; 
One of the possibilities that a manufacturer 
should always keep in front of him is the possibility 
of buying the services in addition to expenditure 
made inside the unit for product development purposes. 
Some units have a policy of spending 25 per cent of 
their developnental budget on work carried out by 
other organisations engaged in product developmental 
tasks , There may be, broadly speaking, four agencies 
from where services for product developmental work 
can be bought. These agencies are discussed below at 
some length : 
(1 ) EDUCATIONAL INSTITUTIONS OF ADVAI-ICED TECHNOLOGY; 
The work undertaken by these bodies must be of 
fundam.ental nature and of scientific value. Technolo-
gical problems are not usually acceptable, and in any 
case not many institutions are equipped to deal with 
the work of specialised nature. A unit which requires 
fundamental work of scientific value can obtain 
research facilities from educational institutions 
of advanced technology for the purpose. As the 
research work usually talces long tim.e, there is also 
1, Based on discussions v^ ith the management of 
Small Scale Units, 
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a need to maintain a close contact with such insti-
tutions during the period of research work. These 
institutions can evaluate the perfonnance or progress 
made by the ssnall scale industries in product develop-
ment programme and can also furnish in-serim reports 
to the sm.all scale units on the basis of v/hich nece-
ssary changes or improvements can be made. This tech-
nique is undoubtedly an economic and for obtaining 
the desired results. 
(2) PRODUCT DEV^SLQPMENT CSMTRES; 
The small units producing similar proc-ucts can 
establish product development centres on cooperative 
basis. Such centres can provide useful informations 
and services to the member units, if organised on 
modern lines. It is rarely pos'ible to discuss one's 
problem.s with a competitor, but a development centres 
can be easily contacted as they are engaged in the 
same field of vrark without being in competition. The 
units requiring informations and guidance for pro-
duct developm.ent can make use of such centres by 
organising them on cooperative basis and employ 
highly qualified, and specialised persons to serve 
the pvirpose. For meeting the financial recviirements 
of such centres the member units can utilise easily 
and regularly a small portion of their annual pro-
fits as determined by the member units and share the 
financial burden eoxially. 
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(3) PRIVATE ORGMT ISATIONS: 
The services of private organisations activaly 
engaged in product developmental activities can be 
utilised easily by those units which are not in a 
position to conduct market research and sujrveys to 
find solutions of their marketing problems. For ins-
tance, Voltas Distributors providd useful infonaations 
and suggestions to the manufacturers for making impro-
vements in the quality of goods by conducting m.arket 
research and surveys. The point to be emphasised here 
is that the employment of outside facilities involves 
non-recurring and fixed expenditures. Another point 
is that the amount spent by a unit on a particular 
project and the results achieved can be evaluated and 
decision can be made either to continue or to drop 
the project on the basis of Tjroject-profitability. 
^4) GOVERNI'ffiNT INSTITUTIONS AblD AGENCIES; 
Instead of buying the services from educational 
institutions, product development centres (sponsored 
by the member units), private organisation, the small 
manufacturers can approach directly to the institutions 
or agencies established by the Government of India such 
as Development Commission, Small Scale Industries, 
Small Industries Service Institute, Duality Marketing 
Centres etc, for the purpose of product development. 
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It is discriminable from the above discussion 
that the small scale units can either organise a 
product development programme of their own as sugg-
ested above or can employ outside facilities for 
the purpose of product development. But, keeping 
in view the small-size and limited resources of 
small scale units in our country, it is necessary 
for the Government to come forward to provide faci-
lities regarding product development to the small 
manufacturers by establishing product development 
centres at least on regional level in almost every 
State or, if possible, at district level throughout 
the country. 
CONCLUSION; 
It is clear from the above discussion that the 
implementation of a comprehensive product development 
programme in small scale industrial sector is a diff-
icult task as it is a time-consuming and expensive 
affair which the small scale units cannot afford 
because of their limited resources. Under the cir-
cumstances, it is necessary to design a 'Need-Based' 
Product DeveloT:ment Programme that suits Small Scale 
Industries. For the purpose of successful implemen-
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tation of such a programme the need for an effective 
organisation well-equipped with efficient personnel 
is imperative. Those manufacturers who are not in 
a position to undertake such a programme of their 
own can adopt an alternative strategy of buying out-
side facilities for the purpose of designing a pro-
duct development programme in accordance with their 
limited resources. 
Summary & Conclusions 
SUMMARY AND CONCLUSIONS 
Small scale industries occupy an important place 
in the socio-economic transformation of developing 
countries like India, where millions of people are 
unemployed, most of the people are capable of only 
sm.all investment and there is dearth of managerial 
skill and technical knov/-how. Under such conditions, 
the development of large scale industries alone can-
not solve the problem of unemployment, remove region-
al economic imbalances and consolidate the base of 
the economy. Small scale industries, on the other 
hand, possess tremendous potentialities of attracting 
small savings from rural as well as urban areas, which 
can be diverted eventually to productive channels. 
They can facilitate decentralisation of economic pov/er 
and gradual transforrr.ation of traditional technology 
into modern one. They can also ensure effective mobi-
lisation of economic resources into thinner and wider 
areas, thus contributing substantially to the over-all 
economic development of the country. 
Small scale industries include modern as well as 
traditional enterjsrises. The need for distingxiishing 
between these two types of industries lies in the fact 
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that the two differ in nature, size and their scale 
of operation. Modem Small Scale Industries are 
those which cater to the needs of the modern economy 
in contrast to the primitive economy. They are 
progressive in outlook and adaptable to the changing 
conditions. They use modem science and technology 
in their production processes and organise themselves 
on modern lines. In other words, they make extensive 
use of modem machinery, equipment and techniques of 
production and distribution. Traditional Small Scale 
Industries, on the other hand, are mainly hand-operated 
having almost no division of labour. They make the 
minimum use of machinery and other capital equipments. 
They are organised on traditional lines and do not 
employ moderri technology in their production processes. 
Their system of distribution is also hackneyed type. 
Generally, they are the subsidiary' means of livlihood 
to those living in ri-iral areas. 
The term sm>all scale industries as used here refers 
only to modern small enterprises using modem technology 
and techniques of production and distribution. As 6Ufih, 
they are different from Kandloom, Sericulture, Handi-
crafts and Khadi and Villaoe industries. 
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Before the davm of independence, the small, scale 
industries as referred to here, held an almost insigni-
ficant place in the national economy- But, after inde-
pendence it v/as realised that the economic progress 
and prosperity of the country lies in the development 
of the decentralised sector. When India em.barked upon 
planned economic development, heavy emphasis was laid 
on the development of small scale industries. A posi-
tive and comprehensive programme for the development 
of small scale industries was suggested by the Ford 
Foundation Team, in 1953. On the basis of the recomm-
endations made by the Team, the small scale industries 
Board was established in the country towords the end 
of 1954, Simultaneously, the Development Commission, 
Small Scale Industries, was set up as the Central coor-
dinating agency for im.];:)lementing the programme of deve-
lopment and undertaking the industrial extension ser-
vices. Various other important measures of assistance 
have gradually been evolved and institutions and agen-
cies established at the Central as well as at the State 
levels to undertake the developmental programme in this 
vital sector of the economy. As a result of the concer-
ted efforts made by the Government of India in the 
successive Plans, the mrniber of registered small scale 
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un i t s increased considerably from 34,109 in 1969-61 
t o 3,41,004 in 1970-71. As on 31st December 1973, 
the number of regis tered small scale un i t s increased 
t o 4,09,000 which i s indeed a remarkable growth of 
these i n d u s t r i e s . They are now contr ibut ing to the 
nat ional economy more than one-third or 40 per cent 
of the t o t a l i ndus t r i a l i^roduction. The gross out-
put of small scale indus t r i a l sector was Rs.4,050 
crores and investment in fixed assets Rs.475 crores 
upto March 1971, The regis tered small scale indus-
t r i e s today account for about 40 per cent of the 
t o t a l factory employment. 
Although the small scale indus t r ies have made 
considerable headv/ay during the Plan period, the 
mcraentum is alow considering the needs of the country. 
There are a number of factors responsible for the slow 
progress of these i n d u s t r i e s . Broadly speaking these 
factors include low labour product iv i ty , lack of t ech-
n ica l know-how, unsat is fac tory v;orking condit ions, 
shortage of f inancia l resources, inadequate supply of 
raw-materials, t r a d i t i o n a l methods of production and 
d i s t r i b u t i o n , inef f ic ien t management, lack of organised 
marketing f a c i l i t i e s e t c . Above a l l , the modem small 
scale un i t s in the country are facing a major problem 
of lack of product developmient programme due to v;hich 
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they are not in a position to compete v/ith large scale 
units producing similar types of yjrocucts. 
For irAproving the quality of products, the Govern-
ment of India provides various facilities and financial 
assistance to the small scale industries throughout 
the country. For instance, the Small Industries Service 
Institutes (SIvSIs) prepare improved designs and drav/ings 
for the products^ provide technical guidance in the pro-
duction of goods according to prescribed standards, con-
duct Distribution Aid Surveys and issue coio.petency cer-
tificates to the selected small scale industries v/hich 
have export potentialities or whose products are in 
great demand. The various other facilities provided to 
the small scale sector of the economy are inadequate 
considering the reruirements of this sector. These 
facilities are m.ainly confined to such aspects as raw-
material, finance, technical know-hov; and marketing. 
Facilities for product development are conspicuously 
absent. Consequently, the small scale industries fail 
to compete with the large scale industries in the wake 
of fast changing values, customs, traditions, tastes 
and fashions. 
The need for product development programfae in small 
scale industries lies in the fact that the small rnanvifa-
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cturers lack in riptodate knov/ledge of market conditions, 
technical knov;-hov7 and np.ethcds of production, a^'equate 
sales force, techniques of distribution, marketing 
efforts and shortage of funds. Due to these reasons, 
the small manufacturers are producing goods without 
keeping in view the recjuirements of the potential ?ouyers. 
They are unable to make improvements in the quality of 
existing products to make them market-oriented. The 
goods produced by them, are neglected in the m.arket 
on the ground that they are costly, defective and i^ oor 
in quality. Apart from, this, much of their time, energy, 
raw-material and capital are wasted. Vvith the exception 
of a few, the goods of small scale units are unable to 
keep pace with changing consumer preferences and fashion 
cycles on account of high costs and poor qu.ality. The 
reason is that the production is carried out exclusively 
on the manufacturers' ov;n choice of only those goods and 
commodities, the production of which is sLmple in nature 
and yields high profits to them.. As such, the goods 
produced by small scale industries are not in a position 
to attract the attention of the consumers in the mar-
ket. Product Development Programme renders useful ser-
vices to sm.all scale manufacturers in svich matters as 
product development policy, product development planning. 
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testing product features, performances and stability 
and restructuring channels of distributions • In 
short, product development programme is a conscious 
and concerted effort to improve the cxiality of the 
present products or add novelty to the existing lines 
of products. It focusses attention of the manufact-
urers on those factors v/hich help in popularising a 
new product or a new brand in the market. In this 
way, the important elements of product development 
programme are product development policy^ product 
development planning, testing product features 
and performances, maintaining product stability and 
restructuring channels of distributions, 
I'^ ether it is a new product of a new brand, the 
following techniqxies can be adopted for the purpose 
of product developm.ent : 
(a) Production techniques, 
(b) Marketing techniques. 
In production techniqiie, product development 
programme emphasises that before the actual process 
of production is undertaken, a manufacturer must take 
into consideration consumer satisfaction as its ulti-
mate goal. To avoid the risk of loss and to lay a 
firm foundation for further growth of the enterprise. 
-263 -
proper analysis and evaluation of the available 
means are necessary. Product development policy 
and planning should be made in the light of broad 
business principles. Mistakes in any of these 
are usually costly, and may even be ruinous, 
A product development policy should, therefore, 
serve the following three main purposes: 
(a) It should help to provide necessary inforraation 
required for decisions on the prodvict line. It 
conveys lower level of management and profess-
ional staff the policy objectix'-es of top-mana-
gement. Further, it provides a convenient 
framework the effective implementation of which 
requires the information sought for, 
(b) It should give to the executives a supplementary 
check on the usual estimates of profit and loss. 
(c) Finally, a product development policy should 
guide and direct the activities of the whole 
organisation for achieving a well-defined goal. 
Similarly, a product development planning must 
include the follov/ings: 
(a) Determination of variety of products to be pro-
duced. 
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(b) Decisions regarding quality of the products. 




(f) Packaging and packing, 
A manufacturer should also view as to how much 
emphasis should be laid on innovation, pricing, adver-
tising and distribution channels. The manufacturer 
should also see as to what type of organisation is 
best suited to the enterprise. 
Unlike production aspect, product development 
programme in m.arketing studies that at the initial 
stage business should be concentrated on a limited 
area which can be served efficiently and effectively. 
Gradually when experience is gained and profit earned, 
new territories should be explored so that whatever 
little is available may not be wasted. The position 
of the product in whic^ it is to be offered in the 
market should also be determined for the purpose of 
marketing the goods properly. In case the product 
is a new one, it should be entirely different from the 
existing products in relation to its attributes. A new 
brand on the other hand, should have the same charact-
eristics which the existing products are having in 
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the market. 
The existing system of distribution of goods 
in small scale industries in our country is un-
organised because of the variety of reasons such as 
lack of marketing knowledge, lack of transportation 
and communication facilities, shortage of finance 
etc. The small manufacturers at present sell their 
products to one purchaser in the nearest market on 
adhoc basis where they are either in less demand 
or in no demand par1:icularly because they require 
immediate cash for further production, Conseooiently, 
they do not get reasonable price of their i^ roducts, 
V>/hile selecting distribution channel or sev-
eral distribution channels a manufacturer should, 
therefore, consider such factors as the nature of the 
product, market, sales volume for each outlet, rela-
tive distribution costs and much of the marketing 
functions he wants to assume. Direct marketing should 
be initiated if the middlemen are doing or expected to 
do a poor job in promoting the products, carrying 
stock, rendering services, or following recommended 
policies (in price and credit. It becomes expensive 
and inefficient, especially when a low value product 
is involved or the typical order quantity is small. 
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Hov/ever, a manufacturer may sell directly to large 
consumers and use merchants or agent middlemen tc 
serv'e smaller consum.ers. In other v/orcs, for the 
purpose of successful marketing of goods, one of 
the prim-ar"/ decisions which a manufacturer takes 
is the selection of suitable channels of distribu-
tion e.g., whether he opts for direct or indirect 
distribution of goods, es a comjnodity can be sold 
to the final consumer both directly through the 
m.anufacturer's ovm sales organisation and indire-
ctly through an independently owned distributor. 
For each type of ]^roducts, separate develop-
ruental procecAire should be adopted. The new product 
developmental task should be divided into the foll-
ov^ ir.g six manageable stages : 
(1) Seeking of ideas. 
(2) Sorting of ideas. 
(3) Determination of the product features. 
(4) Trans fori'ling the ideas on paper for 
developm.ent. 
(5) Testing tlie product before misrketing. 
(6) Com.mercialisation. 
Gim;ilarly, old jDroduct developiaent procedure 
should be based on product ' s l i f e - c y c l e . At the 
introductory phase, em.phasis should be la id on product 
- 267 -
research and clesicnlng. At the crov.'-th phase, rnar-
keting decisions are as important as the cuality 
of the product. At the maturity phase, stress 
should be laid on packaging, repricing or product 
modifications. At the decline phase, the cost of 
the product should be put to the bare miinim.urn level 
by pruning out unprofitable size, style, colours, 
models etc. 
The task of new product developm.ent in the case 
of sraall scale industries m.ay be deleoctted to one 
man who uncovers and screens ideas, prepares spe-
cifications, co-ordinates developm.ent, contracts 
for test m.arket comipaians, and m.akes recommencaticns 
to the m.anacTement of the enterprise. Likev.'ise, the 
v;hole task of old product development can be handled 
by the m^anagement of small scale industries by con-
centrating on the points discussed above in the 
product's life-cycle instead of introducing a new 
product or adopting the approach of elimination of 
unsatisfactory or obsolete items. 
VJhile developing a product through production 
process, the following points should be taken into 
consireration by the sr.all manufacturers : 
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(1) The qual i ty of tiie procluct, 
(2) External appearance of the s ize , shape, colour, 
f in i sh , textvire, dimensioii and other physical 
features tha t appeal t o the consumer's sense 
of beauty, u t i l i t y or d i s t i n c t i o n e t c . 
(3) Standard s ize of the product, 
(4) Designing the products in such a manner tha t 
may give the usevr greater convenience, rr.ore 
economical oppration and longer l i f e . 
(5) Use or appl icat ion of the product should be 
considered in order to provide grea ter u t i l i -
t i e s and usefulness to the users or consum.ers. 
Sim.ilarly, while developing a product through 
marketing process, the following s ix points should 
be taken into considerat ion by the management of 
small scale indus t r ies : 
(1) The posi t ion in which the product i s to be 
offered in the market e .g . whether i t i s a 
new product or a new brand, 
(2) Market analysis which includes competitive 
ana lys is , sa les p o l i c i e s , d i s t r i b u t i o n methods 
e t c . 
(3) Consumer analysis e .g . who arc the po ten t i a l 
buyers, what are t h e i r choices, hab i t s , customs, 
t h e i r soc ia l , geographical and economic b a r r i e r s 
e t c . 
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(4) Product identification through brand or trade 
mark, 
(5) Availability of financial resources. 
(6) Advertising, 
For the purfiose of successful marketing of a 
new product it is essential to study whether the 
market does exist and if it does not/ whether it is 
possible to create a market for the product. And, 
for marketing a new brand it is necessary to study 
whether the market is being adeouately served and 
whether there exists any scope for another brand. 
Thus product development programme dealing 
with such aspects as outlined above, enables the 
products of small scale units to be competitive 
and acceptable with regard to the cost of product-
ion, quality and design etc, and contributes a 
lot to the speedy development of the small scale 
industries in the country. 
The successful implementation of product dev-
elopmient prcgramne in small scale industries requires 
intensive investigation and inquiries about market 
conditions which is possible only through market 
research. Market research is/ therefore, an integral 
part of the product development programme. Broadly 
- 270 -
speaking, market research includes Product analysis. 
Sales analysis. Consumer analysis, .Market analysis 
and evaluation and Value analysis. However, it can-
not, by itself, solve business problems; it can only 
predict to some extent uncertain conditions in which 
business is likely to operate and, thereby, facili-
tate effective decision-making and im.i^ lementation 
of product development programme in an small indus-
trial unit. As such, both market research and 
product development are inter-related. 
Although, product development programme dealing 
with two major aspects of manufacturing and marketing 
of goods renders useful services to the small manu-
facturers, its introduction in sm.all scale industries 
is a difficult task as it is costly, time-consuming 
affair and recruires the services of highly qualified, 
specialised and experienced staff which the small 
scale units cannot easily afford due to their sm.all-
size and lim.ited resources. 
Under such circumstances, an alternative strategy 
is to design a product development programme in such 
a way as it may be suitable for small scale industries. 
In other words, instead of introducing a comprehensive 
product development progranune, a "need-based" product 
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development programme should be initiated in the 
small scale industries. A "need-based" product 
development programme is that which helps to achieve 
some specific goals and objectives at relatively lov; 
cost and in a short period of tim.e. For example, if 
the product of a small unit is lagging behind the 
maturity phase, the developmental efforts should be 
concentrated on revitalising it through new packag-
ing, repricing or product modifications. In this 
sense, a "need-based" product development programme 
not only helps to tide-over financial difficulties 
but also helps to achieve the desired goals with 
limited resources. 
However, the task of designing a product develop-
ment programrae for small scale industries is not an 
easy one. Great care is needed for the purpose beca-
use of the peculiar features and characteristics of 
small scale industries. The im.portant steps to be 
taken into consideration by the management of small 
scale industries in designing a product developmient 
programme can be classified into the following 
three broad stages. 
At the prim.ary stage, the management should pre-
pare the necessary ground-work and lend whole-hearted 
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support to the programme keeping in view the basic 
goals of the enterprise and available resources. 
At the secondary stage/ the various problems and 
tasks should be deterrrdned clearly and necessary 
adjustments, changes, or modifications should be 
made in the design of the programme. At the final 
stage, the whole task of p3:^ duct development progra— 
mme should be assigned to a tea-r. of persons ecuipped 
with necessary skill and acum.en. The other guiding 
principles of designing a "need-based" product 
development programme for small scale industries are 
availability of resources, determination of objectives, 
flexibility, cooperation, manageability and control. 
To fulfil the requirements of product develop-
ment programme there are three basic formes of orga-
nisation viz.. New Product Department, Inter-depart-
ment Product Teams, and New Product Committee. Each 
form, of organisation has certain relative merits 
and demerits. In practice, the task of product dev-
elopment is usually assigned to a single department 
or a committee, or both, VJhen the responsibility 
is assigned to a single department, it is observed 
that without the cooperation of all the departm.ents 
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that may have any concern with the product develop-
ment, the objective cannot be achieved. Instead, 
many firms hold the view that only comr'iittee action, 
with all groups cooperating can serve the purpose. 
They have had success in facilitating product dev-
elopment with the committee type of organisation. 
But the failure rate of four out of five new pro-
ducts, however, indicates that m.any firms are hav-
ing difficulties and that perhaps the committee 
type of organisation is not the whole answer. The 
suitability of the type of organisation hov/ever, 
depends upon the nature of the product and avail-
ability of resources of the enterprise. 
In addition to utilise their own funds for the 
purpose of proc'uct development programme, the small 
scale manufacturers can also seek facilities from 
outside agencies like Educational Institutions of 
advanced technology. Product Development Centres 
(sponsored by the member units). Private Organisa-
tions and the Government 
In the ultimate analysis, it can be pointed out 
that small scale industries can either organise a 
product development programme at their own initiative 
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keeping in viev/ their limited resoxirces or can 
employ outside facilities for the purpose of pro-
duct development. But taking into account the 
sm.all-sise and limited resources of small indus-
tries, it is suGcested that for providing different 
types of facilities pertaining to product developmient, 
the Government should set up Product Development 
Centres at least at the regional levels in every 
State or if possible at the district levels through-
out the country. Although, wholesale introduction 
of the product development programme may not be 
possible, it should, therefore, be introduced piece-
meal or at a graduated scale. Once a beginning 
is made on modest lines and the small scale indus-
tries realise its importance, it will gather 
momentum., VJith the passage of time v;hen the small 
scale industr^as are in a position to secure a 
larger share in the market and compete with the 
similar products of large scale industries and 
boost up their sales, they can build up their ovm 
funds out of the income streame which can be em.ployed 
for product development procram/me, 
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In the end, it is to pointed out that the 
task is, indeed, a difficult one. But the difficult 
is only what we do not resist and unattainable is 
only v/hat we do not attempt. We shall stumble and 
fall upon the sv-^ ord of our own stupidity if V7e do 
not develop the small sector on v/hibh hinges the 
rapid industrialisation and economic procress and 
prosperity of the country. In the present age of 
technological revolution, the -iaall scale indus-
tries have to meet various chailonges. Product 
Developm.ent Procran-ane will enable the small scale 
industries to meet such challenges and open up new 
vistas for a sustained economic development of the 
country and foi" preserving old creed, culture and 
socio-economic heritage of the country takincr, at 
the same time, full advantage of the modem tech-
nology and managerial skill. 
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